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Army Pay Corps 

Following the announcement in the December, 1939, issue of 
The Australian Accountant, the Commonwealth Institute has 
been informed that further vacancies will be occurring shortly in 
the Army Pay Corps. 

Members who are willing to enlist in the Pay Corps should 
submit applications (in triplicate) to their respective State 
Registrars, stating: 


i. Full Name and Address. 

ii. Date of Birth. 
Professional Qualifications and Experience. 
Military Experience. 

. Whether willing to enlist for service in Australia or over- 
seas. 

i. General Physical Condition. 





Readers’ Questions and Replies 


STAFF CONTRIBUTIONS TO CHARITABLE FUNDS AND 
PRESENTATIONS 


Mr. E. S. Jameson, of Town Hall, Dundas, N.S.W., writes: 

“Regarding an enquiry by a Victorian reader published on 
page 251 of the May issue, on the above matter, I am pleased to 
be able to offer some information. In a Municipal Council, mainly 
for meeting similar demands the staff (chiefly outdoor workers) 
formed a social club. The proposal was placed before the Council, 
partly as an act of courtesy but also because the office staff was 
involved in making deductions from the wages. A set of rules 
was formulated and the contribution was fixed at threepence per 
week from each employee. In this case the original authority for 
the deduction of the contribution was provided by the letter which 
placed the matter before the Council, as it was signed by all 
employees, and one paragraph authorised the deduction of the 
weekly contribution. New employees, after three months’ employ- 
ment, are asked to participate in the scheme, and those desiring 
to enter sign a small form of authority for the deduction. The 


A 
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main or the primary purpose of the fund was to provide for 
presentations to employees, and whilst it does serve this purpose, 
at present it also includes provision for payments to employees 
who are away ill and receive no wages, when the club considers 
that circumstances warrant payment from the fund. Possibly 
legal objection might be taken to the making of the deduction, in 
view of the provisions of the Truck Act (a New South Wales Act 
which provides that wages must be paid in full), but the small 
amount involved is hardly likely to cause the raising of any 
objection. 

“Tf any further particulars be desired, I shall have much pleasure 
in furnishing them either through the journal or personally, and 
I feel that if members realised the opportunity for asking and 
answering questions in this manner much benefit and convenience 
to members would ensue.” 





Articles in Overseas Journals 


The Accountant— 

March 23, 1940.—Leading Article on Railway Accounts in 
Wartime; The Rate of Interest, by Professor J. H. Jones. 

March 30, 1940.—German Socialism—I, by Dr. T. Plaut; 
Budgetary Control—III, by F. B. Makin. 

April 6, 1940.—Leading Article on Independent Audits in 
America; Budgetary Control—IV, by F. B. Makin; German 
Socialism—II, by Dr. T. Plaut; Accountants and the Law of 
Negligence—XIII, by W. Summerfield and F. B. Reynolds. 

April 13, 1940.—Leading Article on Accountants and the 
Prices of Goods Act; Wartime Efficiency, by Professor J. H. 
Jones; Some Aspects of Company Prospectuses, by M. M. 
Connor. 

The Certified Accountants’ Journal— 

April, 1940.—Leading Article on Voluntary and Compulsory 

Saving. 
Accountancy— 

April, 1940.—“Cost-plus Contracts” for Government Work, 

by J. S. Heaton. 


The Accounting Review— 
March, 1940.—The Rise of the Profession of Accountancy 
in England, by M. E. Murphy; Accounting Research: Objec- 
tives and Methods, by T. H. Sanders. 


The Journal of Accountancy— 
April, 1940.—Realism in Accounting, by C. B. Couchman; 
Practical Aspects of Professional Ethics, by V. H. Stempf; 
The Need for Single-Purpose Statements, by V. Z. Brink. 


The Canadian Chartered Accountant— 
April, 1940.—Accounting Conventions applicable to the Con- 
solidated Balance Sheet, by J. D. Campbell. 
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Taxation Section 


Epitep sy J. A. L. GUNN, F.I.C.A. 


COMMONWEALTH PRIVATE CoMPANY TAx 
A number of amendments are proposed to be made. to Division 
7 of Part III of the Commonwealth Income Tax Assessment Act 
by the Amending Bill of 1940. Division 7 relates to additional 
tax imposed on a private company which has not made a sufficient 


| distribution of its distributable income. This additional tax is 


referred to in this article as “Commonwealth private company 
tax.” The proposed amendments, which first apply to income 
derived during income year ended 30th June, 1940, or substituted 
accounting period, are as follows: 


Calculation of Distributable Income 

In calculating the taxable income of a company, a deduction is 
allowed of State and Territory income taxes, including any State 
private company tax, actually paid during the year of income. 
S. 72 (1) (c). 

In calculating a private company’s “distributable income,” for 
purposes of Commonwealth private company tax, the following 
taxes paid are also at present allowed as a deduction from its 
taxable income : 

(a) Commonwealth income tax paid, including Commonwealth 

private company tax. 





(b) Taxes paid in any country out of Australia in respect of 

the company’s taxable income. 

Under the amending legislation a deduction will also be allowed 
of war-time (company) tax actually paid during the year of 
income. Whilst a company may be compelled to withhold from 
distribution a considerable sum to meet war-time (company) tax 
to be imposed on the profits of income year ended 30th June, 
1940, nevertheless, that sum is not an allowable deduction in 
calculating the distributable income of that income year. If war- 
time (company) tax is paid during income year ended 30th June, 
1941, in respect of the previous year’s taxable profits, the tax so 
paid is an allowable deduction in calculating the distributable 
income of 1940-41. 

Although hardship will, in some cases, occur in the first year, 
the allowance of war-time (company) tax “paid,” instead of 
“payable,” is consistent with the allowance in respect of other 
taxes. 

At present, although an allowance is granted in respect of 
taxes paid in calculating a private company’s distributable income, 
there is no provision for bringing to account any refund of taxes 
received during the income year. The Bill proposes to rectify 
this anomaly : 


(a) Refunds of State income taxes must be brought to account 
in calculating a company’s taxable income, S. 72 (2). 












276 THE AUSTRALIAN ACCOUNTANT JUNE 


(b) Any refunds of Commonwealth income tax, Common- 
wealth private company tax, war-time (company) tax, or 
ex-Australian tax, will, in future, be brought to account 
in calculating a company’s distributable income of the 
year in which they are received, up to the amount of those 
taxes which have been paid during the same income year. 

(c) Where the above-mentioned refunds exceed the taxes paid, 
the excess is not to be added in calculating the distributable 
income. 


Example (1): 
Te GENE 5. as SK kk Re ce ke he kw cs Ge ee 
Deduct— 
Commonwealth income tax paid .. .. .. £2,000 
Less refund of Commonwealth income 
Re EE oda. GQ nt ae ae Ge on 150 





1,850 





Distributable income .. 2. .. 25 6s os oe £22,150 





Example (2): 
I il aie aie sarin vee ps0 Rte 
Deduct— 
Commonwealth income tax paid .. .. .. £2,000 
Refund of Commonwealth income tax 
received, £2,400, of which £2,000 only 
is to be brought to account .. .. .. .. 2,000 





Nil 





Distributable income .. .. .. .. .. .. «. £24,000 





N.B.: It will be seen that in no circumstances can the dis- 
tributable income be increased to a sum in excess of the taxable 











income. 
Example (3): 
a 
Deduct— 
Commonwealth income tax paid .. .. .. £2,000 
War-time (company) tax paid .. .. .. 3,000 
£5,000 
Less refund of Commonwealth income tax 2,400 
2,600 
Distributable income .. .. .. .. ...... £21,400 





N.B.: Although the refund of Commonwealth income tax 
exceeds the Commonwealth income tax paid, the excess is deduc- 
tible from the war-time (company) tax paid up to the amount of 
that tax. 
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Example (4): 
SS a eee eee ee ae 
Deduct— 
Commonwealth income tax paid .. .. .. £2,000 
Ex-Australian loss .. .. .. .. ...... 4,000 
£6,000 


Less refund of Commonwealth income 
tax, £2,400, of which £2,000, et is to 
be brought to account .. .. . 2,000 
— — 4,000 


Oe £20,000 


N.B.: The amount by which the refund of Commonwealth 
income tax exceeds the Commonwealth income tax paid, viz., 
£400, is not to be deducted from the ex-Australian loss in calcu- 
lating the distributable income. 


Period within which distribution may be made 


Under the present law, a company shall be deemed to have 
made a sufficient distribution of its income of the year of income 
if, before the expiration of nine months after the close of the 
income year, it has paid in dividends out of the taxable income 
of that year, certain specified sums. This period of nine months 
is to be reduced to six months. 


Sufficient distribution by non-investment private company 


A sufficient distribution by a non-investment company is at 

present : 

(a) where the whole or part of its distributable income con- 
sists of dividends received from other private companies— 
the whole or part, together with two-thirds of the remainder, 
if any, of the distributable income; and 

(b) in any other case—two-thirds of its distributable income. 


The above exemption from private company tax of one-third 
of the distributable income is to be reduced to one-fourth thereof. 
Thus, in respect of income derived during income year ended 30th 
June, 1940 (or substituted accounting period), and subsequent 
years, a trading company will require to distribute at least three- 
fourths of its distributable income in order to escape Common- 
wealth private company tax. 


Method of ascertaining amount of dividends paid out of 
taxable income 

A new paragraph (f) is to be added to S. 103 (2), viz.: 
“Where dividends are paid either wholly or in part out of the 
net profits of a company of the year of income and those profits 
are partly liable to and partly exempt from income tax under 
this Act the amount of dividends paid out of the taxable income 
of that year shall be deemed to be the amount which bears the 
same proportion to the total amount of dividends paid out of 
those profits as that portion of the net profits of the year of income 
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which is liable to income tax under this Act bears to the total net 
profits of the company of the year of income: 

“Provided that this paragraph shall not apply to the profits or 
income specified in paragraph (b), (c) or (d) of sub-section (2) 
of section forty-four of this Act where a dividend is paid wholly 
and exclusively from the profits or income so specified.” 


Example 


The net profits of a non-resident trading company carrying on 
business within and without Australia are: 














Australian (taxable) .. ............ £8,000 
Ex-Australian (non-taxable) .. .. .. .. 40,000 

Total net profits, vide company’s Profit and 
Se TOE nc ce ke 40. 20.00 6s Qe 

Its distributable income is £9,000, viz. : 

Net profits .. .. . a a 
Add disallowed depreciation Se leie ae ce |S 
£10,000 
Commonwealth income tax paid .. .. .. 1,000 
Distributable income .. .. .. .. .. .. £9,000 


It pays a dividend of £27,000 wholly out of the net profits of 
the year of income. The amount of dividend deemed to be paid 
out of the taxable income is £4,500, viz. : 


8,000 
The undistributed amount on which the company is liable to 
private company tax is £2,250, viz.: 








Distributable income .. .. .. .. .. .. £9,000 
eS 
Sufficient distribution .. .. a oe Se 
Dividend deemed to be paid thereout .. 4,500 
Undistributed amount .. .. .. .. .. .. £2,250 





The above paragraph will not apply to profits or income speci- 
fied in S. 44 (2) (b)—(ex-Australian non-assessable income, 
capital profits, profits from re-valuation of assets or from the 
issue of shares at a premium); (c)—(exempt gold mining 
profits) ; or (d)—-{exempt oil mining profits), where a dividend 
is paid wholly and exclusively from the above-mentioned profits 
or income. 

Period within which private company tax must be paid 

In addition to the above amendments, Clause 12 of the Bill pro- 
vides that Commonwealth private company tax shall be due and 
payable thirty days after the service of a notice of assessment, 
instead of sixty days as at present. Clause 13 (2) provides that 
the foregoing amendment shall apply to all assessments made 
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after the commencement of the 1940 Amending Act. It will be 
seen, therefore, that all Commonwealth private company tax 
assessments in respect of income derived during income year ended 
30th June, 1940, and subsequent years, and also any such assess- 
ments for income years prior to 1939-40 which are issued after 
the passing of the 1940 Act, will be payable thirty days after the 
service of a notice of assessment. The time to pay ordinary Com- 
monwealth income tax, sixty days, remains unchanged. 





TAX ON UNDISTRIBUTED INCOMES OF PUBLIC COMPANIES 


Included in the Income Tax Assessment Bill now before the 
Commonwealth Parliament are provisions to impose a tax on the 
undistributed incomes of non-private companies. For this purpose 
a new Part, No. IIIA, will be inserted in the Principal Act. The 
proposed new tax will be assessed in respect of income derived 
during income year ended June 30, 1940 (or substituted account- 
ing period), and subsequent years. For convenient reference the 
proposed tax is hereinafter referred to as “Commonwealth public 
company tax.” 

The proposed tax is a counterpart to the tax assessed under 
the provisions of Division 7 of Part III of the Act on a private 
company where there has been an insufficient distribution of its 
distributable income. This tax is hereinafter referred to as 
“Commonwealth private company tax.” 

The only material, and inevitable, difference is that Common- 
wealth private company tax is calculated with reference to the 
additional amounts which would have been payable by the com- 
pany’s shareholders if they had received the “undistributed 
amount.” In the case of Commonwealth public company tax the 
additional tax on the undistributed amount will be levied at a flat 
rate. The proposed rate for income year 1939-40 is 1/- in £. 

The starting point is the taxable income calculated for the pur- 
pose of levying ordinary Commonwealth income tax. In cal- 
culating the distributable income a deduction will be allowed from 
the taxable income of :— 


(a) Commonwealth income taxes (both ordinary tax and pub- 

lic company tax) paid during the year of income; 

(b) War-time (company) tax so paid; 

(c) Ex-Australian income tax paid in respect of income which 

is taxable under the Commonwealth Act. 

From the taxes referred to in (a) (b) and (c) must be deducted 
any refund received in the year of income of any of those taxes. 
If the refunds received exceed the total of the three taxes paid, 
the excess is not brought to account in calculating the distributable 
income. 

A deduction will also be allowed of any net loss (other than a 
loss of a capital nature) incurred in the year of income in carrying 
on the business of the company out of Australia. This deduction 
will not, however, be made in the case of a company which is 
assessed under Divisions 12 (Overseas Ships), 13 (Australian 
business controlled abroad), 14 (Film business controlled abroad) 
or 15 (Insurance with non-residents) of Part III of the Act. 
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Under these Divisions, provision is made for calculating the 
taxable income on an arbitrary basis. 

Having arrived at the distributable income, a deduction is 
allowed therefrom of 25 per cent., and all dividends paid out of 
the taxable income of the year of income before the expiration of 
six months after the close of that year. 


Example 
Taxable income for purposes of ordinary Com- 
monwealth income tax .. .. .. .. .. .. £128,000 


Deduct 
Commonwealth income tax paid .. £11,200 
War-time (Company) tax paid .. 23,800 


£35,000 
Less: Refund of Commonwealth 


cn a 100 
34,900 


£93,100 


Deduct 
Ex-Australian net loss .. .. .. .. .. .. «- 4,100 


Distributable income .. .. .. .. .. .. .. £89,000 
SOGNGE 2S POF GE, 06 na ce cs sees co ss) ED 


Sufficient distribution .. .. .. .. .. .. .. £66,750 
Dividends paid thereout .. .. .. ........ 50,000 


Undistributed amount .. .. .. .. .. .. .. £16,750 


Tax on £16,750 at 1/- in £ = £837 10 0 


Although the terms “distributable income,” “sufficient distribu- 
tion,” and “undistributed income” do not appear in new Part IIIA, 
I have borrowed them from Division 7 of Part III so as to clarify 
the example and to indicate the essential similarity between the 
two taxes. 

Unlike private companies, there is no differentiation between 
investment and other public companies. Moreover, dividends 
received from private companies are treated in the same manner 
as any other portion of a public company’s distributable income in 
calculating the sufficient distribution. In other words, all public 
companies are entitled to a deduction of 25 per cent. of the whole 
of the distributable income in calculating the sufficient distribution. 

As the Commonwealth Treasurer pointed out in his second 
reading speech, the exemption of 25 per cent. (which is the same 
as that proposed to be allowed to private companies) has been 
provided to meet the ordinary expansion of company businesses 
and to allow for expenditure which is not allowable in calculating 
the taxable income of a company. Mr. Spender said that “the 
percentage is considered a reasonable one in meeting the legitimate 
requirements of companies for the retention of profits, and at 
the same time ensuring that companies pay some portion of the 
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additional war burden of income taxation where an undue pro- 
portion of the profits is retained. Such profits would otherwise be 
subject only to the flat rate of income tax.” 
When Commonwealth public company tax is payable 

The tax on the undistributed income of public companies will 
be payable thirty days after the issue of the notice of assessment 
not sixty days as is the case with ordinary Commonwealth income 
tax. 

Rebate not allowed 

A rebate will not be allowed to shareholders in their individual 
assessments in the event of the subsequent distribution of the 
income subject to Commonwealth public company tax. Mr. 
Spender stated that “the Government is budgeting for a certain 
amount of additional income tax from the further tax on the 
undistributed income of public companies, and revenue require- 
ments would need to be revised if the Government were faced with 
a latent liability for rebates in the event of the income subject to 
the further tax being later distributed.” 


Co-operative Companies 

New Clause 160C (2) provides as follows :— 

“Notwithstanding anything contained in the last preceding sub- 
section, where any amount is an allowable deduction under this 
Act for the purpose of ascertaining the taxable income of the 
company, that amount shall not be deducted from the taxable 
income as provided in that sub-section for the purpose of 


ascertaining the portion of the taxable income of the company 
which has not been distributed as dividends.” 

In calculating the taxable income of a co-operative company a 
deduction is allowed, inter alia, of so much of its assessable 
income as is distributed among its shareholders as interest or 
dividends on shares, S. 120 (1) (b). The above provision will 
prevent a co-operative company from obtaining a double deduction 
in respect of dividends in calculating the “undistributed amount.” 


Non-resident companies 
Where the annual accounting period of a non-resident company 
adopted for the purpose of the presentation of its profit and loss 
account to its shareholders differs from “the year of income” of 
that company for the purposes of the Commonwealth Income 
Tax Assessment Act, the Commissioner may, for the purpose of 
ascertaining — 

(a) the amounts to be deducted from the company’s taxable 
income under S. 160C (1) (a), i.e., Commonwealth income 
taxes and War-time (Company) tax; ex-Australian taxes 
on income subject to Commonwealth income tax, and ex- 
Australian losses, and 

(b) the amounts to be deducted under S. 160C (1) (b) (ii), 
i.e., dividends paid, 

(but not for the purpose of ascertaining the company’s taxable 
income) treat that annual accounting period as being identical 
with the year of income which, in the Commissioner’s opinion, 
is most appropriate. 





282 THE AUSTRALIAN ACCOUNTANT JUNE 


Example 
An English company’s annual “accounting period” ends on 
September 30, 1940. Its “year of income” ends on June 30, 1940. 


Taxable income of “year of income” ended 
June 30, 1940 .. .. .. «aces Ge 
Deduct Commonwealth i income tax ‘paid during 


— — * ended September 30, 
OT 65. as ns 4h 0s tae he ve ta we 12,000 


Distributable income .. .. .. .. .... ..- -- £106,000 
eee ee ee eee 26,500 


Sufficient distribution .. .. : 79,500 
Dividends paid out of the taxable income of 

the company derived during the accounting 

period ended September 30, 1940, within six 

months thereafter .. .. . . pas ness 50,000 


Undistributed amount .. .. .. .. .. .. .. £29,500 


Tax on £29,500 at 1/- in £ = £1,475 


Method of ascertaining amount of dividends paid out of taxable 
income 


Where a dividend is paid either wholly or in part out of the 
net profits of a company and those profits are partly liable to and 
partly exempt from Commonwealth income tax, the dividend so 
paid will be apportioned in the same manner as is provided in 
new S. 103 (2) (f) of Division 7 vide the example quoted in 
the preceding article under the title of “Commonwealth Private 
Company Tax.” 





P.S.—The above article was written at a time when the Income 
Tax Assessment Bill was before Parliament. It has since been 
passed and assented to. It is Act No. 17 of 1940, and was assented 
to on May 27, 1940. 





CALCULATION OF WaAR-TIME {ComMPANY) Tax 


The tax is to be imposed on the amount by which the taxable 
profit of any company exceeds an amount equal to a percentage 
of the capital employed, called “the percentage standard.” 
Ordinarily this percentage will be eight but in certain circum- 
stances an increased percentage may be prescribed. 

In respect of the amount by which the taxable profit of a 
company, which is not a primary producer, exceeds the pet- 
centage standard— 

(a) Where the excess is not more than one per cent. of the 
capital employed—the rate of tax shall be four per cent.; 
and 

(b) Where the excess is more than one per cent. of the capital 
employed—the rate of tax in respect of the excess referred 
to in the first column of the following table shall be— 
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(i) on so much of the excess as is equal to the percentage 
of the capital employed specified in the second column 
of the table—the rate specified in the third column of 
the table; and 

(ii) on the remainder of the excess—the rate specified in 
the fourth column of the table. 


(1) (2) (3) (4) 
per per per 
cent. cent. cent, 


cent. of the capital 

OR ek ck cae oe 8 
cent. of the capital 

OE. os. ot eecen 12 
cent. of the capital 

Tiss craton «i 16 
cent. of the capital 

| RS a 20 
cent. of the capital 

ee de ae a 24 
cent. of the capital 
a 28 
cent. of the capital 

SESS 

cent. of the capital 

cent. 


Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 
Where the excess is more than 
employed but not more than 


SRRERERE 


WOMONNAAUUNe pwWWNhHY 
33 '0'S So vy 

oO oe 
RERSERERRERRESEE 


Where the excess is more than 9 per cent. of the capital 
employed but not more than 10 per cent. .. .. .. .. 
Where the excess is more than 10 per cent. of the capital 


employed but not more than 11 per cent. .. .. .. .. 
Where the excess is more than 11 per cent. of the capital 

employed but not more than 12 per cent. .. .. .. .. 
Where the excess is more than 12 per cent. of the capital 

employed but not more than 13 per cent. .. .. .. .. 
Where the excess is more than 13 per cent. of the capital 
employed but not more than 14 per cent. .. .. .. .. 
Where the excess is more than 14 per cent. of the capital 

employed Oe ee ere), a 

It will be seen from the fourth column of the above table 
that the tax increases by 4 per cent. for each 1 per cent. by which 
the taxable profit exceeds the percentage standard until a maximum 
rate of 60 per cent. is reached. The maximum is reached when 
the excess of the taxable profit to capital employed is more than 
14 per cent., so that where the percentage standard is an amount 
equal to 8 per cent. of the capital employed, the maximum rate 
will be reached when the taxable profit is more than 22 per cent. 
of the capital employed. 

The Commonwealth Treasurer pointed out in his speech on the 
resolution that in order to express the rates in the simplest and 
shortest form for the purposes of the table where the excess 
of taxable profit over the percentage standard comprises more 
than 1 per cent. of the capital employed, the rates of tax upon 
all percentages except the last have been expressed in the form of 
an average rate. This is the rate which appears in the third column 
of the table. 

For example, where the excess is more than 2 per cent. of 
the capital employed the average rate for the first two per cent. 
is shown as 6 in the third column of the table. This represents 
the average of 4 per cent. which applies to the first 1 per cent. 
and 8 per cent, which applies to the second 1 per cent. 
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Example (1) 
The “capital employed” is .. .. £200,000 


The taxable income is .. .. .. £22,000 
Deduct Commonwealth Income 
ee ED 8% ks ae ee ae 2,200 


The “Taxable Profit” is .. .. £19,800 


Percentage of Profits to “Capi- 
tal employed” is .. .. .. 9 £19,800 
The “percentage standard” is 8: 16,000 


The “Excess” is therefore .. 1-9 £3,800 
On referring to the first item in the above schedule, i.e., where 
the excess is more than 1 per cent. of the capital employed but 
is not more than 2 per cent. thereof, it will be seen that— 
(a) 1 per cent. = £2,000 is taxed at 
at the rate appearing in the 
third column, viz., 4 per cent. = £80 0 O 
(b) The balance of -9 per cent. 
= £1,800 is taxed at the rate 
appearing in the fourth column, 
ee eee 144 0 0 


War-time (Company) Tax .. .. = £224 0 0 


Example (2) 
The “capital employed” is .. .. £200,000 


The “taxable profit” is .. .. .. £41,000 


Percentage of profits to capi- 
a ite eh oe aa. fe . £41,100 
Deduct “percentage standard” 16,000 


The “Excess” is therefore .. 12: £25,000 


On 12 percent. = £24,000 tax is at 26 per 

cent., vide third 

column .. .. £6,240 0 0 
On -Spercent.= 1,000 tax is at 52 

per cent., vide 

fourth column 520 0 0 


——_ 


12-5 per cent. = £25,000 

War-time (Company) Tax is .. .. .. £6,760 0 0 

Effective rate on total taxable profit = 16-5 per cent. 
(approx.) 
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Example (3) 
The “capital employed” is .. .. £200,000 


The “Taxable Profit” is .. .. .. £80,000 


Percentage of Profits to Capital is .. .. .. .. 40 per cent. 
8 per cent. of capital employed = £16,000 .. .. .. .. .. Nil 
ia a ie ‘i = 28,000 @ 30 per cent. £8,400 0 0 
ae sh Newfie ‘ + 60 ,, » 21,600 0 0 


£30,000 0 0 


36,000 @ 
£80,000 


” 


Effective rate on total taxable profit = 37-5 per cent. 
Mr. J. M. White, Secretary of the Taxpayers’ Association of 
New South Wales, has prepared the following simple and clear 


table showing the rates of tax :— 

Rate of profits in excess of Rate of Tax on 
Percentage Standard. Excess Profits. 

Where excess does not exceed 1%... .. .. «2 «2 «1 es os 4% 

“ es 2% Mi.) <a) se <x sc ae 

on belemce ........ &% 

3% “ ae 

on balance .. .. .. .. 12% 

4% Og as 40 8k ao cx 

on balance .. .. .. .. 16% 

5% — Se 

on balance .. .. .. .. 200% 
6%  t eee 
on balance .. .. .. .. 24% 
7% OG xa ws ce wc. xs. ee 
on balance .. .. .. .. 28% 
8% “(See 
on balance .. .. .. .. 32% 
9% NM a cn: on oe ae 
on balance .. .. .. .. 36% 
10% a A 
on balance .. .. .. .. 40% 
11% — ee 
on balance .. .. .. 44% 
12% ae 
on balance .. .. .. .. 48% 
13% ON Eeee 2 ss ss ss co Be 
on balance .. .. .. .. 52% 
a ae . 14% OR TDee . cs cs ue on 
Wh on balance .. .. .. .. 56% 
ere excess exceeds .. .. .. 14% ea 
on balance .. .. .. .. 60% 
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The following article has been received from Mr. K. W. Dixon A 
on the subject :— m: 
This tax rises in Arithmetic Progression from 8% to 22%. ex 
In all cases the first term of the progression is equal to the com- E 
mon difference. The value of any term of a limited progression : 
may be obtained by adding to the first term, the product of the 
common difference by the number of terms that precede the one £2, 
to be determined. doe 
‘ t 
Let A equal the first term and the common difference ™ 
B equal the number of terms 
Y is the term to be determined 
°A+A(B—1)=Y Ex 
Y=A+AB—A 
os © AB. 
Half the sum of the extremes of such a progression multiplied 
by the number of its terms will give the sum of all the terms. 
The extremes of the progression are A and AB 
* = = ~)2 =X 
. ~ . AB+ AB? 
ee X = Se eae Tl 
tueileg aad spec 
Applying this equation to calculations of the Tax— prod 
Let A= 4% of one per cent. of the Capital of the Company § =e 
B =the number of completed one per cent. steps over ff 'xal 
and above 8%. accor 
For example, take the minimum capital prescribed for all pur- ne 
poses, viz., £12,500, and assume an income for purpose of the = 
Tax of £2,000. the ; 
4% of 1% X 12500 = £5 produ 
the C 
a = 16%. No. of completed steps of 1% over 8 * 
is 8 luctic 
: , : of lan 
Applying the equation of el 
AB + AB? and in 
2 produ 
(5 x 8) + (5 X 64) Cla 
> percen 
sa to the 
= — or £180 Tax. wom | 
< oO 
Similarly, say, £2,750 income, which is 22%, al 
The equation becomes Tax A 
(5 < 14) + (5 X 196) Act fo 
2 Pars 
1 the fir, 
= — or £525 Tax. treated 





Assessr 





~ 
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A small additional calculation would, in most cases, have to be 
made to cope with portions of one per cent. to capital, and any 
excess over 22% to capital. 


Example No. 1 
Assume the income to be £2,063, in lieu of £2,000. Tax on 
£2,000 as previously calculated, is £180. Profit is over 16% but 
does not exceed 17%. Balance, £63, must be calculated at the 
rate of 36%, viz., 17% — 8% (free of tax) X 4. 
36% on 63 = 22-68 or £22/13/7. 
Total Tax is, therefore, £202/13/7. 


Example No. 2 
Assume the income to be £3,000 in lieu of £2,750. 
£250 of the income exceeds the limit of 22%. 
Tax on £2,750, as previously calculated, = £525. 
60% on 250 = £150. 
Total Tax is, therefore, £675. 





PRIMARY PRODUCERS 


The War-time (Company) Tax Assessment Bill contains 
special provisions in respect of a company which is a primary 
producer. The tax will be imposed at a rate equal to the average 
rate at which tax would be payable in respect of the average 
taxable profit of the accounting period and the four preceding 
accounting periods. This average rate will be applied to the 
actual amount by which the profits of the accounting period 
exceed the percentage standard. 

A “primary producer” means a company, the greater part of 
the capital of which is employed in the business of primary 
production. “Primary production” has the same meaning as in 
the Commonwealth Income Tax Assessment Act. Cl. 15 (2). 

Under the Income Tax Assessment Act, S. 6, “primary pro- 
duction’”” means production resulting directly from the cultivation 
of land or the maintenance of animals or poultry for the purpose 
of selling them or their bodily produce including natural increase, 
and includes the manufacture of dairy produce by the person who 
produced the raw material used in that manufacture. 

Clause 15 (1) of the Bill provides that in ascertaining the 
percentage which the taxable profit of a primary producer bears 
to the capital employed by it, the taxable profit shall be deemed 
0 be the average of the taxable profits of the accounting period 
and of each of the immediately preceding accounting periods 
(mot exceeding four) during which the company has derived 
assessable income for the purposes of the Commonwealth Income 
Tax Assessment Act, arrived at in the manner prescribed by this 
Act for the ascertainment of taxable profit. 

The term “accounting periods” includes any periods prior to 
he first accounting period to which the proposed Act applies 
treated as years of income for the purposes of the Income Tax 
Assessment Act. 
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First of all the taxable incomes of the four income years 
immediately preceding income year ended June 30, 1940, must 
be reduced by the amount of ordinary Commonwealth income 
tax payable for those years, viz. :— 


Commonwealth 
Year ended Taxable Income Tax Taxable 
June 30 Income payable Profit 
1936 .. .. £8,000 @ Is. £400 £7,600 
ae 7,000 @ Is. 350 6,650 
1938 .. .. 14,000 @ 13-8d. 805 13,195 
1939 .. .. 15,000 @2s. 1,500 13,500 


The whole of the taxable profits, whether from primary pro- 
duction or any other source, must be brought to account in com- 
piling the average table. 

The next step is to ascertain the average of the taxable profits 
of the current accounting period and the immediately preceding 
periods up to four during which the company has derived assessable 
income for Commonwealth income tax purposes. It would 
appear that if a company is a primary producer for the current 
accounting period, the averaging provisions apply, and that it is 
immaterial from what sources its assessable income was derived 
in previous accounting periods. 

The following is an example showing how the average table 
is to be compiled : 


Year ended Taxable 
June 30 Profit 


a a 
ie Od ee: Sd cio tee 12,000 
Ee eee Nil 
ee mee 20,000 
ee aes eee 24,000 


£66,000 


The average of the taxable profits is £13,200. 

This average is required for the purpose of “ascertaining the 
percentage which the taxable profit of a primary producer bears 
to the capital employed by it.” 

Let us assume that the capital employed during the current 
accounting period was £100,000. It would appear that the capital 
employed in previous accounting periods is immaterial for the 
purposes of the calculation. Justice demands that the “average 
of the taxable profits” of prior accounting periods should be 
adjusted in accordance with the capital employed during the current 
accounting period. 

The percentage which the deemed taxable profit of £13,200 
bears to the capital employed, £100,000, is 13-2. The tax on the 
actual taxable profit for the current accounting period, viz.: 
£24,000, is calculated with reference to this percentage. 

In order to calculate the War-time (Company) tax it 1 
necessary to refer to the proposed Rating Act, which provides 
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that the rate of tax in respect of every pound by which the 
taxable profit of a company which is a primary producer exceeds 
the percentage standard shall be that percentage which the amount 
of tax which would be payable in accordance with the last preced- 
ing paragraph (i.e., the table showing the percentage rates of tax) 
if the average taxable profit of the company, ascertained as above, 
were the taxable profit of a company which is not a primary 
producer, bears to the amount by which that average taxable 
profit exceeds the percentage standard. 

As a preliminary, it is necessary to calculate the amount of 
tax which would be payable if the average taxable profit were 
the actual taxable profit :— 


Capital employed .. £100,000 
Taxable profit .. .. £13,200 


Excess £5,200 = 5-2 per cent. 
5-0 per cent. 5,000 @12 percent. = £600 
‘2 per cent. 200 @24 percent.= 48 


£648 


In the above example, the rate of tax in respect of every £1 
by which the actual taxable profit (£24,000) exceeds the per- 
centage standard (assumed to be 8 per cent., in which case the 
excess is £16,000) shall be that percentage which the amount of 
tax which would be payable if the average taxable profit (£13,200) 
were the actual taxable profit (£24,000) (the amount of such 
tax being £648) bears to the amount by which the average taxable 
profit (£13,200) exceeds the percentage standard (£5,200). 

The rate of tax in respect of the actual excess of £16,000 shall 
be that percentage which £648 bears to £5,200. 

The rate of tax is therefore 


(648 & 100) + 5,200 = 12-461%. 
War-time (company) tax on £16,000 @ 12:461% 
= £1,993/15/2. 


It will be seen from the above that the Practical procedure will 


(a) Ascertain the average taxable profit = £13,200. 

(b) Ascertain the excess = £5,200. 

(c) Calculate the tax on the excess = £648. 

(d) Divide the excess, £5,200, into the tax, £648, multiplied 
by 100 = £12-461 per cent. 

(e) Calculate the tax on the actual excess (£16,000) at the 
rate shown in (d) (£12-461 per cent.) = £1,993/15/2. 


If the actual taxable profit for the current accounting period 
is not in excess of the percentage standard, no war-time (company) 
tax is payable, notwithstanding that the average taxable profit 
reveals an excess. 

B 
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Example 
Year ended Taxable 
June 30 Profit 
ae eae 
ea 12,000 
hs asides cares saceen ocr 6 3,000 
renee 20,000 


£66,000 


The capital employed during the current accounting period is 
£100,000. 

The average taxable profit is £13,200. 

The average taxable profit exceeds the percentage standard 
by £5,200. 

Although there is a rate of 12-461 per cent. capable of being 
applied, there is no taxable profit to which it can be applied as 
the actual taxable profit, £7,000, does not exceed the percentage 
standard. 

Again, if the average taxable profit is not in excess of the 
percentage standard, no war-time (company) tax is payable, not- 
withstanding that the actual taxable profit reveals an excess. 
Example 

Year ended Taxable 
June 30 Profit 
0 oe eer £8,000 
ee ee ee 6,000 
0 Ea eee Nil 
Fee ee 5,000 
a ae 21,000 


£40,000 


The capital employed during the current accounting period is 
£100,000. 

The average taxable profit is £8,000. 

The average taxable profit does not exceed the percentage 
standard. 

Although the actual taxable profit, £21,000, exceeds the per- 
centage standard by £13,000, there is no rate of tax capable of 
being applied to that excess. 





NoTEs ON THE WAR-TIME (CoMPANY) Tax AssESSMENT BILL 


The Commonwealth Government has introduced a Bill to 
impose a War-time (company) tax upon the amount by which 
the “taxable profit” derived by any company during the accounting 
period exceeds the “percentage standard.” 

The first excess taxable profits to be taxed will be those derived 
during income year ended June 30, 1940, or substituted accounting 
period. The period during which the taxable profit is derived 
is hereinafter referred to as the “accounting period.” 
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Tax applicable only to companies 


War-time (company) tax is applicable only to companies. A 
“company” includes all bodies or associations, corporate or un- 
incorporate, but does not include partnerships. Both private and 
non-private companies are subject to the tax. 

In the Commonwealth Treasurer’s second reading speech, he 
said: “We propose for the time being to limit the tax to com- 
panies.” Later he said: “It may . . . become necessary at a later 
stage to reconsider this decision.” This clear hint of the possibility 
of extending the tax to individuals should be borne in mind by 
those who contemplate the winding up of companies in order to 
escape the tax. 


Companies exempt from tax 


Certain companies are to be exempt from War-time (company) 
tax :-— 

(a) Co-operative companies, as defined in S. 117 of the Com- 

monwealth Income Tax Assessment Act; 

(b) A company (not being a company carrying on the business 
of financing time payments, instalments or hire purchase 
sales, or of providing cash orders) in which little or no 
capital is required, to the extent to which the Commissioner 
is satisfied that its profit arises from commissions, fees, 
or charges for services rendered ; and 

(c) a company (not being a subsidiary company) the taxable 
profit of which for the accounting period does not exceed 
£1,000. 

With regard to (b), the following are some of the companies 
contemplated by the exemption: Companies carrying on the 
business of stock and station agents, estate agents, insurance 
brokers, manufacturers’ representatives, coaching colleges. 

By reason of the fact that the “taxable income” for Common- 
wealth income tax purposes is the starting point in reckoning 
the taxable profit, all the companies which are exempt under S. 23 
of the Commonwealth Income Tax Assessment Act will also be 
exempt from War-time (company) tax, e.g., gold mining com- 
panies; savings banks conducted exclusively for benefit of 
depositors ; primary producers and fishing and mining companies 
in the Northern Territory. 


Calculation of taxable profit 

Tax will be imposed on the amount by which the taxable profit 
exceeds the percentage standard. 

The “taxable profit” of an accounting period is the taxable 
income of the company, as calculated for purposes of ordinary 
Commonwealth income tax, less ordinary Commonwealth income 
tax payable in respect of that taxable income. 

The proposed tax on the undistributed income of a public 
company and private company tax paid or payable are not 
deductible in ascertaining the taxable profit. 

State income taxes paid during the accounting period will have 
been deducted in calculating the “taxable income” of the company : 
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Net adjusted profit of company of year ended 
June 30, 1940 .. .. . £120,000 
State income taxes paid during the accounting period 18,000 


Taxable income of company derived during account- 
ing period for purposes of ordinary Common- 
wealth income tax .. .. . 

Deduct Commonwealth income tax payable ¢ on n above 
taxable income @ 2/- in £ . ‘ 


Taxable profit for purposes of War-time ee 
eas sk 6s Oe oe ae be Se ee ee eS eee Mee 


The percentage standard 

War-time (company) tax is imposed on the amount by which 
the taxable profit exceeds the “percentage standard.” 

The percentage standard will normally be 8 per cent. of the 
“capital employed” during the accounting period, but provision 
is made in the Bill for a higher percentage to be prescribed “in 
respect of any class of business in which there is an exceptional 
degree of risk of loss.” 


Imposition of tax 
The tax is a graduated one, the details of which are explained 
elsewhere in this issue of the Journal. 


Capital employed 

“Capital employed” means the capital of a company employed 
in Australia or in a territory of the Commonwealth in gaining 
or producing the taxable profit. 

The capital employed in any accounting period shall be ascer- 
tained by adding the amounts averaged over the accounting 
period of :— 

(a) The capital paid up in money or other valuable consideration; 

plus 

(b) Accumulated profits (including amounts standing to the 
credit of the Profit and Loss Account). In my opinion 
this includes both capital and income profits carried to any 
reserve or like account ; 

and deducting therefrom :— 

(i) Profit and Loss debit balance at the beginning of the 
accounting period ; 

(ii) Any capital averaged over accounting period, the income 
from which is not taken into account in arriving at the 
taxable profit, or which is not being used in the production 
of the taxable profit. 

No loans of any description, even from shareholders, will be 
brought to account in calculating the capital employed. 

With regard to the words “accumulated profits,” the following 
is an extract from the joint judgment of Isaacs and Rich, JJ. 
in Hooper & Harrison Ltd. (in lig.) v. F.C. of T. [1923], 33 
C.L.R. 458:—“And, in our view, the true import of the term 
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‘accumulated profits’ is that they are profits which the company 
has appropriated to some reserve account whether that account 
be of a capital nature or not. ‘Accumulation’ in that connection 
does not mean the mere existence of profits, even over a lengthened 
period, however they are employed; but connotes the affirmative 
gathering of these profits, or such as may be selected, into a 
measured or measurable heap and allocated to a named reserve 
fund, whatever its nature be.” 


Amount standing to the credit of Profit and Loss Account 


With regard to the amount standing to the credit of the Profit 
and Loss Account, the position appears to be as follows :— 


The amount standing to the credit of the account at the com- 
mencement of the accounting period will be treated as having 
been employed during the whole of the accounting period, but 
from that sum must be deducted, proportionately, any dividend 
paid thereout during the period. For example, if the balance to 
the credit of Profit and Loss Appropriation Account on July 1, 
1939, were £40,000, and a dividend was paid thereout on August 
31, 1939, of £24,000, the “average capital” would be :— 


£16,000 for twelve months .. .. .. .. .. .. £16,000 
£24,000 for two months—1/6th .. .. .. .. 4,000 


Average sum to be included in capital employed £20,000 


If a company prepares annual accounts only, nothing can be 
added to the “capital employed” in respect of profits accrued 
during the accounting period. 

If the company prepares, say, half-yearly accounts, the profit 
ascertained to December 31, 1939, will be treated as having been 
employed for one-half of the accounting period. Interim dividends 
will, however, have to be brought to account as explained above. 
This, in my opinion, is the position as the Bill stands at present. 
It seems quite inequitable that a company which balances half- 
yearly or at more frequent intervals, should thereby derive a 
benefit as against a company which balances its accounts annually. 
It is suggested that the Bill be altered to read “including amounts 
standing to the credit of the profit and loss account at the com- 
mencement of the accounting period.” 


Adjustments in ascertaining the capital employed 


For the purpose of determining the capital employed during 

the accounting period, the value of any asset shall be as follows :— 

(a) Where the asset is one in respect of which depreciation 
has been allowed under the Commonwealth Income Tax 
Assessment Act, the “depreciated value” at the commence- 
ment of the accounting period is adopted. 

(b) Where the asset consists of land, premises or machinery 
in respect of which the company has paid any premium, 
the value of the asset shall be its unamortized cost at 
the beginning of the accounting period, i.e., the difference 
between the amount paid in respect of the premium and 
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the allowances received in the company’s Commonwealth 

income tax assessments. 

(c) The value of trading stock shall be the value at which 
it was taken into account at the close of the last accounting 
period for purposes of calculating Commonwealth income 
tax. 

(d) Where any asset (other than those referred to in (a), (b) 
and (c)) has been purchased, the value, for the purpose 
of determining the “capital employed,” is the cost price 
of that asset. It.may be that a company has in the past 
bought assets, including goodwill, which no longer appear 
in the balance-sheet, having been written off out of profits. 
If these assets still form part of the capital employed, they 
must be restored for the purpose of determining the capital 
employed. 

(e) Clause 21 (2) (d) provides that “where the asset is one 
in respect of which depreciation is not allowable under 
the Income Tax Assessment Act and the asset has been 
purchased for a consideration other than cash, or has been 
created or acquired without purchase, subject to sub-section 
(3) of this section— 

(i) if the consideration was given or the asset created or 
acquired, as the case may be, on or before the third 
day of September, one thousand nine hundred and 
thirty-nine—the value of the asset as appearing in the 
accounts of the company on the third day of Septem- 
ber, one thousand nine hundred and thirty-nine; or 

(ii) if the consideration has been given, or the asset created 
or acquired, as the case may be, since that date—the 
value of the asset on the date when the consideration 
was given or the asset created or acquired, as the case 
may be.” 


My interpretation of this provision is as follows :— 

(a) Where assets were acquired otherwise than by cash pur- 
chase, or were “created” in the books of the company on 
or before September 3, 1939, then that sum is fixed. This 
is so, even if the value so created is excessive as compared 
with present values. 

(b) If so acquired or created after September 3, 1939, then 
the asset is taken at its actual value on the date of its 
acquisition or creation. For example :— 

(i) If goodwill is created in the books on June 1, 1939, 
for, say, £50,000, that value is established without 
question. 

(ii) 1f goodwill is created in the books on June 1, 1940, for 
£50,000, then its actual value at that date must be 
established, i.e., it may be more or less than £50,000. 


Minimum capital 
Where the amount of capital employed by a company (not 
being a holding company) during the accounting period is less 
than £12,500, that sum shall be deemed to be the amount of capital 
employed. 





not 
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The following is an example illustrating the calculation of 
the tax where the actual capital is less than the “deemed minimum 
capital employed” :— 

Capital employed, £7,000. Capital employed deemed to be 
£12,500 (Clause 21 (8)). Taxable profit £3,000. Percentage 
of profit to deemed capital = 24 per cent. 


Tax 
8 per cent. of capital employed, £1,000 Nil 
14» » » - “ 1,750 @ 30% £525 
2 er ” 7 250 @ 60% 150 


24 v »» - £3,000 £675 


Effective rate on total taxable profit = 22-5 per cent. 


Holding and Subsidiary Companies 

Clause 16 of the Commonwealth War-time (Company) Assess- 
ment Bill provides as follows :— 

(1) A holding company may elect, in the manner and within the time 
prescribed, to have all its subsidiary companies treated as branches of 
the holding company and thereupon those subsidiary companies shall, 
for all the purposes of this Act, be treated as branches of the holding 
company and no separate assessment shall be made in respect of any 
of those subsidiary companies. 

(2) Any election made under this section in respect of an accounting 
period shall also apply to every subsequent accounting period and 
shall not be revoked without the consent of the Commissioner. 

(3) Where no election is made under this section, so much of any 
dividend received by a holding company from a subsidiary company 
as is included in the taxable income of the holding company of the 
accounting period for the purposes of the Income Tax Assessment 
Act— 

(a) shall be excluded from that taxable income for the purpose of 
ascertaining the taxable profit of the company; and 
(b) the dividend shall not be regarded, for the purposes of paragraph 
(ii) of sub-section (1) of section twenty-one of this Act, as 
taken into account in arriving at the taxable profit of the company. 
_ A “holding company” means a company which controls, or is 
in a position to control, any other company (which other company 
is in this definition referred to as “the subsidiary company”) 
either by virtue of its shareholdings in the subsidiary company or 
indirectly through another company, or by virtue of any agreement, 
express or implied, and which would be entitled to receive more 
than one-half of the profits earned by the subsidiary company 
during the accounting period if those profits were distributed. 

A “subsidiary company” means a company which a holding 

company controls or is in a position to control as specified in the 
definition of “holding company.” 
_ It will be seen that a holding company may elect to have ail 
its subsidiary companies treated as branches, in which case no 
separate assessment is to be made in respect of the subsidiaries. 
The election must be made in respect of all of its subsidiaries, 
and once made is irrevocable except with the Commissioner's 
consent. It is presumed that the Regulations will prescribe that 
the election is to be made at or before the time of lodging the 
company’s income tax return for year ended June 30, 1940. 

Where the company does not elect to treat its subsidiaries as 
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branches, net dividends received from subsidiaries are excluded 
from the “taxable profit” of the holding company, and the capital 
invested by the holding company in shares in the subsidiaries is 
excluded from “capital employed.” 

Clause 21 (8) of the Bill provides that where the capital 
employed by a company during the accounting period is less 
than £12,500, that sum shall be deemed to be the capital employed. 
This concession is, however, denied to subsidiary companies. 

A practical test should be made in all cases to ascertain whether 
or not it is for the benefit of the holding company to amalgamate 
its accounts with those of its subsidiaries. 

It is quite a common custom for a holding company to finance 
a subsidiary company wholly or partly by means of advances, 
sometimes free of interest. Where the holding company charges 
interest, and it does not elect to amalgamate accounts, the interest 
derived will form part of the taxable profit of the holding company, 
and the amount of the advance will be brought to account for the 
purpose of determining the capital employed. What is the position 
where no interest is charged to the subsidiary? The advance is 
not part of the capital employed of the subsidiary because there 
is no provision for the inclusion of “loan capital” in the capital 
employed by any company. Neither, presumably, will a non- 
interest-bearing loan become part of the capital employed of the 
holding company, because that part of its capital represented by the 
loan is “not being used in the production of the taxable profit” 
either directly by way of interest or indirectly by way of dividends, 
which are excluded from the holding company’s taxable profits 
where it is separately assessed. Here is an anomaly on which the 
Bill is silent. 

Where a holding company elects to have all its subsidiaries 
treated as branches, and the holding company owns all the paid up 
capital of the subsidiaries the position seems to be clear. The 
paid up capital of, and holding company advances to, the sub- 
sidiaries will disappear from the amalgamated balance sheet, and 
any interest or dividends paid by the subsidiaries to the holding 
company will disappear from the amalgamated revenue account. 

What is the position where the holding company owns only a 
part of the paid up capital of a subsidiary? Is that part of the 
paid up capital and accumulated profits which belongs to other 
interests to be added to the holding company’s “capital employed” 
so as to arrive at the true relationship of the total taxable profit 
to the total capital employed? Or is the amalgamation of accounts 
to be restricted to that part of the taxable profit and the capital 
employed which belongs to the holding company ? 

If there is to be a complete amalgamation, this might operate 
very unfairly against minority interests in subsidiary companies 
as those interests are not at all concerned with the profits made by 
the holding company. 

Conclusion 

The above is a mere outline of some of the provisions of the 
War-time (Company) Tax Assessment Bill. Just as this edition 
of the Journal was going to press, it was announced that the Com- 
monwealth Government had agreed to hold over the Bill until 
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the next session of Parliament. In the meantime, consideration 
is being given by the Government to numerous representations 
with regard to it. 

It is possible that the Bill will be considerably amended, and it 
is undesirable, therefore, at this stage, to make further detailed 
comments on it. For this reason, a considerable quantity of 
material prepared by me on the subject has been omitted from 
this issue of the Journal. 





VoLuME 8 oF THE Boarp oF Review DECcIsIONs 

The Commonwealth Taxation Board of Review has recently 
published an additional volume, No. 8, of its decisions. 

These decisions deal with a great many problems of vital interest 
to the business community, and the full reasons published by the 
Board are of great assistance to the public in understanding the 
Commonwealth Income Tax Assessment Act. 

Needless to say, the most important of these decisions will be 
discussed in this and future issues of the journal. 

In its reasons for decision, the Board has been extremely helpful 
in citing and applying the decisions of the Courts, but many of its 
problems have never yet been before the Courts, and I am certain 
the great bulk of the accountancy profession is extremely grateful 
for the light shed by these decisions on so many difficult business 
problems. 

A new important feature has been included in the volume under 
review, viz., a cumulative index to the decisions contained in the 
previous seven volumes. 





INTEREST ON LEGACIES 


In Begg v. D.C. of T. (1937), 1 A.LT.R. 78, the Supreme 
Court of South Australia held that although interest paid on 
moneys borrowed to pay succession and estate duties, etc., was 
an allowable deduction, interest paid to legatees on legacies was 
not deductible. “As regards the interest paid on the legacies, I am 
unable on the evidence to find that it played a sufficiently sub- 
stantial part in the production of assessable income and I can see 
no ground for allowing it as a deduction” (per Reed, A.J., at 
p. 89). 

In Butterworth’s Taxation Service [1161] I made the following 
comment on the above decision : 


“Section 97 of the Commonwealth Act provides, however, 
that where any beneficiary is presently entitled to a share of 
the income of a trust estate and is not under a legal disability, 
his assessable income shall include that share of the net income 
of the trust estate. A legatee is a beneficiary in a trust estate. 
Where he is entitled to interest on an overdue legacy, and such 
interest is paid out of the income of the trust estate, he is clearly 
presently entitled to that share of the income of the trust estate. 
It is submitted, therefore, that interest so paid should not be 
claimed by the Trustees as a deduction, but should be included 
in the statement in the estate return showing the distribution 
of the net income of the estate.” 
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Complete support for the above contention is to be found in 
Cas. 67 of Vol. 8 of the Decisions of the Commonwealth Taxation 
Board of Review. This decision was given under S. 31 (1) of 
the previous Commonwealth Act, which provides that “each bene- 
ficiary who is not under a legal disability and who is presently 
entitled to a share of the income of the trust estate shall be assessed 
in his individual capacity in respect of his individual interest in 
the income of the trust estate... .” The majority of the Board 
held that the “life tenant’s ‘individual interest’ in the income of 
the trust estate extended to that part of the income which was 
not required for and devoted to the payment of interest on legacies 
—and to that part only.” 





DEPRECIATION OF DAMS 


A Ballarat subscriber has asked to be informed of the Depart- 
ment’s definition of an earth tank or a dam. 

This matter was discussed in the April, 1938, issue of the 
journal, at p. 161, and in the August, 1938, issue at p. 34. 

As I understand the position, the distinction drawn by the 
Department is as follows: 

A dam is an embankment or well constructed across a stream 
of naturally running water for the purpose of damming back the 
water. 

A tank is an excavation in the soil, dug in more or less level 
ground, for the purpose of holding water, which is drained into 
the excavation from higher levels. 

Depreciation is granted, under the Commonwealth Act, at 2} 
per cent. per annum in respect of dams only. 

With regard to tanks, Mr. W. B. Crang, Jnr., pointed out, in 
the August, 1938, issue of the journal, that “Among pastoralists, 
even the bitterest enemy of the Taxation Department will admit 
that there is no diminution in value of an excavated tank which 
is cleaned regularly. Cleaning—or dredging—is, of course, an 
allowable deduction under the heading of Repairs, and is so 
important that it cannot be neglected, even to prove the Com- 
missioner wrong in denying the possibility of depreciation of this 
improvement.” 

Under the Queensland Act, depreciation is allowed both in 
respect of dams and tanks. 





DEDUCTION FOR DAMAGES AND Costs AWARDED AGAINST 
SOLICITOR FOR NEGLIGENCE 

A solicitor claimed a deduction of £100 paid by him during the 
income year, being part of a sum representing damages and costs 
awarded by the Court to a client for negligence in connection 
with the purchase of certain lands. The Board of Review allowed 
the taxpayer’s claim; (1937) 8 C.T.B.R., Cas. 45. 

The following is an extract from the Board’s judgment: 

_ “A solicitor performing his professional duties for reward 

is, of course, engaged in the earning of assessable income. If, 

while so doing, he is responsible for some negligent act, error of 

omission, whereby one of his clients suffers pecuniary loss, 
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any compensation payment by the solicitor is obviously a loss 
actually incurred in the course of gaining or producing his 
income—see per Latham C.J. and Dixon J. in the Amalgamated 
Zinc case ((1935) 54 C.L.R. 295; 3 A.T.D. 288). Whether 
the negligence is his own or that of his employees, the principle 
is the same. The compensation paid to his client is an expendi- 
ture directly related to his employment and the earning of his 
professional fees.” 





Girts To Pustic BENEVOLENT INSTITUTIONS 


An allowance is granted under the Commonwealth (S. 78 (1) 
(a)) and the State Acts (except South Australia) in respect of 
gifts of the value of £1 and upwards (New South Wales, mini- 
mum, 10/-; Tasmania, £5) made by the taxpayer in the year of 
income to, inter alia, a public benevolent institution in Australia 
(or State). 

The term “public benevolent institution” appears in S. 8 (5) 
of the Commonwealth Estate Duty Assessment Act. The follow- 
ing are extracts from the judgments of the High Court in Per- 
petual Trustee Co. (Ltd.) v. F.C. of T. (1931) 45 C.L.R. 224: 
Starke J., at p. 232, said that such institutions were “organised 
for the relief of poverty, sickness, destitution or helplessness.” 
Dixon J. used the phrase, “the relief of poverty, suffering, distress 
or misfortune,” while Evatt J. said: “There are, however, very 
many bodies which readily answer the description of ‘benevolent 
institutions.’ The Benevolent Society of New South Wales pro- 
vides food and clothing for those in poverty and distress, the 
Scarba Home takes care of deserted babies, many organisations 
of Church and State provide for the maintenance, housing and 
relief of the aged poor, orphans and those suffering from bodily 
or mental disease. A characteristic of most of these organisations 
is the absence of any charge for services or the fixing of a purely 
nominal charge. Such bodies vary greatly in scope and character. 
But they have one thing in common: they give relief freely to 
those who are in need of it and who are unable to care for them- 
selves. Those who receive aid or comfort in this way are the 
poor, the sick, the aged, and the young. Their disability or distress 
arouses pity, and the institutions are designed to give them pro- 
tection.” In the above-mentioned case, the Royal Naval House, 
Sydney, was held not to be a public benevolent institution. 

In Public Trustee (N.S.W.) v. F.C. of T. (1934), 51 C.L.R. 
75, the above interpretations were referred to with approval by 
the High Court, which held that certain Church of England 
homes for children were not public benevolent institutions. 
Starke J. said, at p. 100: “Nor is it, in my opinion, a gift toa 
public benevolent institution. This Court held, in Perpetual 
Trustee Co. (Ltd.) v. F.C. of T. (1931), 45 C.L.R. 224, that 
that expression referred to institutions organised for the relief 
of poverty, sickness, destitution or helplessness. The institutions 
named by the testator, or those which may be admitted to share 
in the benefaction, do give relief to the needy, the sick, and the 
helpless. But they are private organisations conducted by or in 
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connection with the Church of England in Australia, and are 
not founded, organised or maintained by or under or in connec- 
tion with any public authority, or managed by its representatives. 
The expression ‘public benevolent institution’ is not a term of art 
(see Girls’ Pubiic Day School Trust Ltd. v. Ereaut [1931] A.C. 
12; Perpetual Trustee Co. (Ltd.) v. F.C. of T.). The denomina- 
tional homes mentioned in the testator’s will or which may be 
admitted to share in his benefaction are not, in my opinion, within 
the expression.” 

The “Freemasons’ Homes of Victoria” was held not to be a 
public benevolent asylum within the meaning of the corresponding 
section of the previous Victorian Act (Jn re Income Tax Acts 
(No. 1) (1930), V.L.R. 211). 

A gift to a baby health centre was held by the Board of Review 
not to be a gift to a public benevolent institution within the mean- 
ing of S. 78 (1) (a) of the Commonwealth Income Tax Assess- 
ment Act; (1938) 8 C.T.B.R., Cas. 33. 





THE BEGINNING oF INcoME Tax IN NEw SoutH WALES 

A subscriber has asked in what year income tax was first imposed 
in New South Wales. 

The Parliamentary Session of 1886 was the first occasion on 
which income tax proposals were considered in New South Wales. 
The Government introduced a Bill for the impositicn of an income 
tax at the rate of 4d. in £, with an exemption of £300. The 
Government abandoned the Bill at the third reading stage owing 
to strong criticism by members. One member said: “If the Devil 
had sent a representative here to institute a means of destroying 
the morality of the people, he could have found no better instru- 
ment than the Income Tax.” 

In 1895, the Land and Income Tax Assessment Act was passed 
by the New South Wales Parliament. It was assented to on 
December 12. The rate of tax was 6d. in £, with a general 
exemption of £200, except in the case of a company. In his work, 
Taxation in Australia, published in 1925, Mr. Stephen Mills says 
at p. 67: “Looked at from the point of view of the present enor- 
mous and duplicated burdens of tax, that earlier period seems a 
Paradise of financial ease, but to many of the New South Wales 
taxpayers of 1895 a Land Tax of 1d. in the pound and an Income 
Tax of 6d. in the pound appeared to be extremes of fiscal tyranny.” 

I have a treasured possession, gained, as Mr. Shelley says, “who 
knows how?” It is The Land and Income Tax Assessment Act 
with Regulations and Schedules, also the Land Tax Act and 
Income Tax Act, with a copious Reference Index (copyright) 
specially compiled by Alfred Ernest Bubb, the father of my friend, 
Mr. E. R. Bubb, of Sydney. The work, which is handsomely 
bound in red leather and is in excellent preservation, was pub- 
lished by Messrs. Turner and Henderson in 1896. The copious 
Reference Index (copyright) consists of twelve pages! Those 
were spacious days, when an allowance was granted in respect 
of “travelling and forage expenses.” Taxation has grown a little 
complicated since then. In the past eleven years I have written 
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nearly 5,000 printed pages on the subject. I can only offer Mr. 
Lamb’s apology and say that if I had had more time I would 
have written less. 





DEPRECIATION OF TAXI CaBs 

The proprietor of a taxi cab service claimed depreciation in 
his return at the rate of 25 per cent. per annum for each cab 
from the date of its purchase. The cabs were on the roads con- 
tinually, in two shifts, except when receiving repairs and attention. 
The Department allowed 20 per cent. In his objection, the tax- 
payer claimed 40 per cent. The Board of Review allowed depre- 
ciation at the rate of 30 per cent. per annum; (1937) 8 C.T.B.R., 
Cas. 31. 


A Penpinc APPEAL CANNOT DELAY PAYMENT oF Tax 

Section 201 of the Commonwealth Income Tax Assessment 
Act, and the corresponding provisions of the State Acts, provide 
that the fact that an appeal or reference is pending shall not, in 
the meantime, interfere with or affect the assessment, the subject 
of the appeal or reference; and income tax may be recovered on 
the assessment as if no appeal or reference were pending. 

The High Court has recently held that a summons for final 
judgment, taken out in an action to recover Commonwealth income 
tax, will not be adjourned on the ground that the taxpayer has 
instituted an appeal against his assessment in respect of such tax 


and, notwithstanding that such appeal is pending, liberty to enter 
judgment for the amount in question may be granted. F.C. of T. 
v. Cook (1940) 1 A.LT.R. 551. “It is clear on the language of 
S. 201 that the policy of the Legislature is that all taxes claimed 
by the Commissioner are to be liable to be paid by the taxpayer 
before his appeal is heard by the High Court,” per Latham C.]. 





A Company Is A DisTINCT AND SEPARATE LEGAL ENTITY 

In a recent decision the Privy Council has again emphasised 
the fact that a company is a distinct and separate legal entity. 

The Canadian Act does not contain a provision similar to S. 60 
of the Commonwealth Act. A Canadian company was denied an 
allowance for depreciation in respect of plant acquired from a 
parent company. The Privy Council held, inter alia, that the 
Minister “was not entitled, in the absence of fraud or improper 
conduct, to disregard the separate legal existence of the appellant 
company, and to inquire as to who its shareholders were and its 
relation to its predecessors. The taxpayer is the company and not 
its shareholders.” Pioneer Laundry and Dry Cleaners Ltd. v. 
Minister of National Revenue [1939] 4 All. E.R. 254. 





SALE OF Works ABroaD BY RESIDENT AUTHOR 
A novelist was a resident of New South Wales during income 
year ended June 30, 1938. During that year she received sums 
trom New York publishers in respect of the sale to them of her 
stories, some of which were written in New South Wales and 
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the remainder were written outside that State. The stories were 
sent to her agents in New York for sale there. The whole of 
the New York income was subject to United States income tax. 

The whole of the above income was, in the first place, assessed 
to New South Wales income tax, but, as the result of an objection 
lodged, the Commissioner apportioned the income in the following 
manner : 

Total Assessable Non-Assessable 
£ £ 

Income from _ stories 

written, exported and 

sold outside New 

South Wales . .. .. 283 
Income from _ stories 

written in and ex- 

ported from New 

South Wales and sold 

outside that State .. 
Two-thirds assessable . — 
One-third non-assessable — — 138 


696 421 


Substituting “Australia” for “New South Wales,” the Federal 
assessment was calculated in the same manner. 





COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
FinaAL EXAMINATION, May, 1940 
FEDERAL INcomME Tax LAW AND PRACTICE 
Model Answers 
N.B.: The numbers in square brackets refer to the relevant 
paragraphs of “Commonwealth Income Tax,” by J. A. L. Gunn. 
Question 1: 
The following is a summary of a Taxpayer’s Income Tax 
Return: 
Assessable Income—Personal .. .. .. .. .. .. £500 
ll er ae re 100 
rr 100 


Expenditure incurred in sittieg Income— 
Personal .. a ee ee 
Property .. 

Dividends .. . 


The taxpayer has a wife, and a child aged 12 years, and both 
are wholly dependent on him. What is his taxable income? Show 
workings. 
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Answer 1: 
Pty. Dividends Total 


Assessable Income [11] .. .. 500 £100 £100 £700 
Allowable Deductions [122] . — 80 100 180 


£20 oo £520 
Wife Allowance [189] .. £50 
Child Allowance [191] .. 50 


Concessional Deductions 
PSs ‘din “aie: ‘nie ie 100 100 
Net Income .. .. .. .. .. £400 £420 
Statutory Exemption [196] 
and [197]— 


20 — 2 
259 — 420 — 290 — £165 145 “a 165 


Taxable Income [5] .. .. £255 -- £255 


In claiming the wife and child allowances, it must be assumed 
that the taxpayer’s wife and child are residents of Australia. 


Question 2: 
Define—(a) Private Company. 
(b) Nominee with respect to Private Company. 
(c) Company in which the public are substantially 
interested. 


Answer 2: 

(a) A “Private Company” means a company which is under 
the control of not more than seven persons, and which is not a 
company in which the public are substantially interested or a 
subsidiary of a public company [249]. 

(b) “Nominee” of any person, in the case of the Private Com- 
panies provisions, means one who may be required to exercise 
his voting power at the direction of, or holds shares directly or 
indirectly on behalf of, that person and includes a relative of 
that person [249]. 

(c) A company shall be deemed to be a company in which the 
public are substantially interested if shares of the company (not 
being shares entitled to a fixed rate of dividend, whether with or 
without a further right to participate in profits) carrying not less 
than 25% of the voting power, have been allotted unconditionally 
to, or acquired unconditionally by, and are at the end of the year 
of income beneficially held by, the public (not including a private 
company) and any such shares have in the course of that year 
been quoted in the official list of a stock exchange [249]. It is 
to be noted that the quotation is not restricted to an Australian 
Stock Exchange. 


Question 3: 


What are the powers of the Commissioner to amend an assess- 
ment— 





304 THE AUSTRALIAN ACCOUNTANT JUNE 


(a) Where a taxpayer has not made a full and true disclosure? 
(b) Where a taxpayer has made a full and true disclosure? 


Answer 3: 

(a) Where a taxpayer has not made to the Commissioner a 
full and true disclosure of all the material facts necessary for his 
assessment, and there has been an avoidance of tax, 

(i) the Commissioner may, where he is of opinion [348] 
that the avoidance of tax is due to fraud or evasion, at any 
time [322], and 

(ii) where the Commissioner does not form the opinion that 
the avoidance of tax is due to fraud or evasion, within 6 
years, from the date when the tax became due and payable 
[323] 

amend such assessment as he thinks necessary to correct an error 
in calculation or a mistake of fact (but not of law) or to prevent 
avoidance of tax, as the case may be. 

(b) Where a taxpayer has made a full and true disclosure of 
all the material facts necessary for his assessment, no amendment 
of the assessment increasing the liability of the taxpayer in any 
particular shall be made, except to correct an error in calculation 
or a mistake of fact. No such amendment shall be made after 
the expiration of three years from the date when the tax became 
due and payable [357] under that assessment [324]. 


Question 4: 

A taxpayer was entitled to an annuity under a will of £1,000. 
The net income of the estate, however, was £600 only, consisting 
of £400 Personal Exertion and £200 Property Income. 

The Trustee paid the balance out of Corpus. 

The same taxpayer was also entitled to a one-third interest in 
another estate. The net income (property) collected by the 
Trustee for the year was £900, but £600 only was distributed in 
the income year. 

How will these transactions be shown in the return of the 
taxpayer ? 

Answer 4: 
P.E. Pty. Total 
Annuity from “A” Estate [26] .. .. £400 £600 £1000 
Share of Income from ‘B” Estate 1/3rd 
of £900 [241] . ne ee as -— 300 300 


—_— 


Gross Income .. 2. 55 6 ce ce ee £900 £1300 


Annuities paid out of corpus are treated as income from property 
in the hands of the annuitant [26]. 

Question 5: 

A lessor asks you to advise him fully as to his liability for 
income tax on certain improvements which have been made to 
his freehold in terms of a lease which he has given. 

_ Advise him fully as to the position. 
Answer 5: 
As the improvements have been made by the lessee in terms 
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of a lease, i.e., they are covenanted improvements, the lessor is 
liable to tax on their value in accordance with the following pro- 
visions, where the improvements are not subject to tenant rights 
and the lease was granted on or after June 2, 1936: 

(a) There will be included in the lessor’s assessable income 
of the year in which the improvements have been made, and of 
each year thereafter until and including the year in which the 
lease expires, an instalment of the estimated value to the lessor 
of such covenanted improvements as at the expiration of the lease. 
The instalments will be equal in amount and will be such that, if 
received at the commencement of each of those years, they would, 
with interest at 5% p.a. (Reg. 8), accumulate to a sum equal to 
the estimated value. 

(b) If, in the opinion of the Commissioner, the instalment 
could not be satisfactorily determined, then, the value of the 
improvements at the expiration of the lease would be included in 
the lessor’s assessable income of the year in which the lease 
expires [214]. 

It is to be observed that if the parties to the lease, for practical 
purposes, are identical, or one of the parties is in substantial 
control of the other, the value of the improvements would not 
be included in the assessable income of the lessor and, of course, 
it would not be an allowable deduction to the lessee. 


Question 6: 
A taxpayer is dissatisfied with his assessment, and desires to 


know what methods of appeal are available to him should he wish 
to object. 
Advise him fully. 


Answer 6: 

A taxpayer who is dissatisfied with his assessment under the 
Commonwealth Act may, within 60 days after service on him of 
the notice of assessment, post to, or lodge with, the Commissioner 
an objection in writing against the assessment stating fully and 
in detail the grounds on which he relies [336]. 

The form of objection may be in accordance with Form 8 [337]. 

The Commissioner shall consider the taxpayer’s objection, and 
may either disallow it, or allow it either wholly or in part, and 
shall serve the taxpayer, by post or otherwise, with written notice 
of his decision. No time limit is imposed within which the Com- 
missioner must communicate his decision [339]. 

The Act provides that a taxpayer who is dissatisfied with the 
Commissioner’s decision on his objection may, within 60 days 
after service of notice of the decision, in writing request the 
Commissioner either : 

(a) to refer the decision to a Board of Review for review, or 

(b) to treat his objection as an appeal, and to forward it either 

to the High Court or to the Supreme Court of a State [340]. 


In either case, the application must be accompanied by a fee 
of £1 [341]. 
Upon every reference to the Board of Review, and upon every 
c 
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appeal to the Court, the taxpayer is limited to the grounds stated 
in his objection. It is of the utmost importance, therefore, that, 
in preparing a notice of objection, every ground should be included, 
as the Board or the Court cannot grant permission to add fresh 
grounds [343]. 

Upon every reference or appeal, the burden of proving that the 
assessment is excessive shall lie upon the taxpayer [344]. 


Question 7: 

The incomes of two individual resident taxpayers, A and B. 
are subject to tax in the United Kingdom, Commonwealth and 
State, at the following rates: 

United Kingdom Commonwealth State 
| 4/6 1/6 2/- 
ee oe ae 4/- 2/- 4/- 

To what rebate of tax are they respectively entitled? Show 
workings. 

In what manner would your answer be modified had they been 
absentees ? 


Answer 7: 

A is entitled to a rebate of Commonwealth Income Tax of 
6:428d. in the £, arrived at as follows: 

Commonwealth rate ys . U.K. rate 

- x { Com. State rates — ———_ } 30 
Com. rate + State rate ( + 2 ) 300] 
18 54 
> 18 +- 24 — — |= 6-428d. 
18+ 24 * ( 7 2 
B is entitled to a rebate of Commonwealth Income Tax of &. 
in the £, arrived at as follows: 
Commonwealth rate U.K. rate ,, 
f : x [ 300 | 
Com. rate + State rate 2 
24 48 
a. ae oe = &d. 
24+48° 2 

The State Acts do not make any provision for rebate of tax 
in the above circumstances [300], but A and B are entitled toa 
rebate of one-half of their respective rate of United Kingdom 
tax [298]. 

The above rebate provisions apply to residents [19] and non- 
residents, so that the answer would not be affected if A and B 
were non-residents. 

Question 8: 

Mining companies are allowed certain deductions of a character 

peculiar to their industry. What are they? 








Answer 8: 

Under the Commonwealth Act, mining companies (other than 
coal mining) are granted a special deduction in respect of capital 
expended on development and plant and machinery. The Act 
makes provision for alternative deductions, as follows: 

(a) Where a taxpayer derives income from carrying on mining 





1940 THE AUSTRALIAN ACCOUNTANT 307 


operations (other than coal mining) in Australia, which includes 
Papua [19], the capital expended by him in necessary plant and 
development of the mining property from which such income is 
derived (less the profits derived by him prior to the year of tax) 
shall be divided by the estimated number of years during which 
payable mining operations may be expected to continue under 
normal conditions, and the quotient thus obtained shall be an 
allowable deduction. For an illustration of this provision, see 
paragraph [276], Gunn’s Commonwealth Income Tax. 

(b) As an alternative to the above provision, so much of the 
assessable income of the year of income as is expended in that 
year or. appropriated for development (the cost of which is not 
otherwise an allowable deduction) of such mining property and 
for new plant shall, at the option of the taxpayer, be an allowable 
deduction. 

So much of any money so appropriated as has not been expended 
for that purpose at the end of the year in which it was appropriated 
shall be included in the assessable income of the taxpayer of that 
year. For an illustration of this provision, see paragraph [277], 
Gunn’s Commonwealth Income Tax. 

As the above provisions grant a special deduction in respect of 
plant and machinery, a further deduction for depreciation [158] 
on such plant and machinery is, of course, prohibited [278]. 





THE PREPARATION OF INCOME TAX RETURNS FOR COMPANIES 
By “CLauprius” 


The extent of the information to be supplied with an income 
tax return varies with the size of the company involved. Two or 
three pages suffice for some small companies, while fifty to a 
hundred pages are sometimes required for some large companies 
of complex ramifications. 

The basis of a company’s income tax return is its Profit and 
Loss or Revenue Account, Appropriation Account and Balance 
Sheet, together with Manufacturing Account, Trading Account 
and the like where appropriate. 

Return forms for companies are obtainable at the Taxation 
Department, and not from Post Offices in Victoria. Return forms 
for other States are usually available there, as well. When com- 
pleted, the return form and each statement must be personally 
signed by the public officer. 

When dealing with the return, the assessor reconciles all 
reserves and provisions and funds with the previous year’s return 
with a view of discovering whether any receipts have been credited 
thereto which should be accounted for as assessable income, or 
to ascertain whether any allowable deductions have been debited. 
Unexplained decreases in the value of goodwill and other intan- 
gible assets are queried by him. The values of assets as shown in 
successive balance sheets which are subject to a deduction for 
depreciation are similarly reconciled. It is therefore advisable to 
supply copies of these accounts if a reconciliation cannot readily 
be effected from other information supplied. 
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Pages 2, 3 and 4 of the Victorian income tax return form 
contain quite a number of instructions and I cannot do better 
than repeat and enlarge on some of these. 

“1. Dividends paid or credited :—If a distribution is made other 
than in cash, the nature of such distribution must be stated. 
Copy of resolution relating to each dividend should be 
attached.” 

Particulars to be supplied also include the amount of the 
dividend, date declared, date paid or credited and period of profits 
out of which paid or credited. The term “dividend” also includes 
bonus shares and liquidators’ distributions. 

From this information the Department calculates rebates to be 
allowed to shareholders on dividends. Where dividends are 
declared out of amounts due to sale or revaluation of capital assets, 
out of exempt income, out of capital profits, or out of profits 
which have been subject to tax under Sections 103 to 106 of the 
Commonwealth Act or the corresponding provisions of the 
previous Acts, the writer cannot emphasize too strongly the 
necessity of having separate dividends declared wholly and 
exclusively out of those funds. Less than one per cent. of the 
dividend may be paid out of taxable income, but, owing to the 
directors or their advisers not paying sufficient attention to the 
relevant provisions of taxation Acts, the shareholders may be 
taxed on the whole of their dividends. The allowance of exemp- 
tions and rebates does not relieve shareholders from the necessity 
of showing such dividends in their own returns. 

Some companies have found it advantageous to have a second 
Appropriation Account to which are transferred amounts on which 
they have paid tax under Sections 103 to 106 of the Common- 
wealth Act or the corresponding provisions of the previous Acts. 
“2. Shareholders (Proprietary Limited Compames only). A 

list showing names and addresses of shareholders, number, 

and paid-up value of each class of shares held as at the 
close of the period covered by this Return, must accompany 
the Return.” 

This list may incorporate the dividend list referred to in 
paragraph 18. 

“3. Dividends Received or Credited :-— 

(a) Full name and address of each company. 

(b) Gross amount of dividend (including any exempt 
dividend) from each company. 

(c) Exchange (if any) on each dividend. If it is claimed 
that the whole or part of any dividend is exempt, an 
appropriate note should be inserted on the list.” 

As pointed out previously the term “dividend” includes bonus 
share and distributions by company liquidators. As far as the 
normal assessment of companies is concerned, the final liability 
is not affected by the inclusion of dividends for Federal purposes, 
except to the extent of deductions applicable thereto, as the rebate 
allowable is at the same rate as the tax itself. Of course, if the 
company is liable to tax on its undistributed profits, the amount 
of the undistributed income would be affected by the inclusion of 
dividends. 


For Victorian income tax purposes all dividends are exempt. A 
purp 
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company is not liable to Victorian Unemployment Relief and 
Special income taxes in its own assessment. 
“4. Interest Received or Credited :— 
(a) The principal sum invested in, and the interest from, 
each Government Loan. 
(b) The gross amount of interest from each other source. 
(c) Exchange (if any) on amount of interest.” 
Consolidated Loan interest enjoys a partial exemption from 
Federal Income tax and a complete exemption from all State 
taxes, SO it is advisable to show that the company does receive 
interest from that source when it is received. 
“5. Rent Received or Credited :— 
(a) Full name and address of each person, firm or company. 
(b) Gross amount received or credited from each.” 


“6. Remuneration of Directors :— 


(a) Surname and Christian names in full. 

(b) Residential address. 

(c) Amount of salary or wages paid or credited to each 
during the year ended 30th June, 1939. 

(d) Amount of directors’ fees paid or credited to each 
during the year ended 30th June, 1939. 

(e) The value of any allowances to each during the year 
ended 30th June, 1939.” 

When investigating claims under this heading, the Department 
usually makes searching enquiries about the services rendered 
by lady directors and elderly directors who are likely to be paid 
high salaries for reasons of sentiment. 

“7. Salaries and Wages of Employees :— 

Lists showing the following particulars should be supplied : 
(a) Surname and Christian names in full. 
(b) In what capacity employed. 
(c) Residential address. 
(d) Total amount paid to each during the year ended 30th 
June, 1939. 
(e) Value of board and residence, or other allowance to 
each during the year ended 30th June, 1939. 
The lists should show amounts paid during the period 
Ist July, 1938, to 30th June, 1939, even though the return 
is made up for a different period.” 


“8. Rates and Taxes :— 

Names of authorities and amount paid to each.” 

Each income tax should be shown separately, as the Department 
can easily check these amounts. Deductions are allowable for 
amounts paid, not amounts credited. 

“9. Rents Paid or Credited :— 

(a) Full name and address of each person, firm, or company. 
(b) Gross amount paid or credited to each.” 


“10. Insurance Premiums :— 


(a) Name of Insurer. 

(b) Amount of Premium. 

(c) Address in Australia of the Insurer’s Branch, business, 
or representative empowered to receive the Premium.” 
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“11. Depreciation :— 

(a) Depreciated value of each class of plant, machinery, 
etc., at Ist July, 1938. 

(b). Particulars, including cost of each class of additions, 
during the year ended 30th June, 1939. 

(c) Particulars, including cost, date of purchase, depreciated 
value, and sale price of each item of plant disposed of 
during the year ended 30th June, 1939. 

(d) Amount of depreciation claimed and percentage rates.” 


The deduction for depreciation is probably altered more often 
by the taxation authorities than any other deduction. 

There are two methods of calculating depreciation :— 

(a) The diminishing value basis, i.e., depreciation is calculated 

on the balance of the asset not already written off. 

(b) The fixed percentage, prime cost, or life basis, i.e.; a fixed 
percentage of the original cost of the asset is written off 
each year. 

The diminishing value basis is simpler in practice, but the 
deduction allowed is lower except in the first and last years of 
the life of the asset. Of course, the allowance over the life of 
the asset is the same for the diminishing value method as for the 
life basis method, but the allocation between years differs. A higher 
deduction is allowable under the diminishing value basis in the 
final year—a fact that should not be overlooked in a period of 
rising taxes! 

A taxpayer who desires to be allowed depreciation on the life 
basis method must exercise his option in accordance with the 
Regulations in the prescribed manner. This basis is said to be 
more scientific, but involves considerably more detail, as each 
year’s assets must be kept separate. The reason for this is that 
the value can be reduced to nil when the life basis is adopted, 
while under the diminishing value method, the value can never 
be reduced to nil, theoretically. If all plant of a particular class 
were aggregated, there would come a time, under the life basis 
method, when the value of the plant purchased in a particular 
year would be reduced to nil, although the plant is still in use. 
If the purchases of each year were aggregated, depreciation 
might still be claimed, as it would not be apparent that the value 
had been reduced to nil. 

The adoption of the life basis by a large, well-established 
concern, would result in quite a formidable task. Suppose a 
company has ten classes of assets on which depreciation is 
claimable, and to each of which additions are made each year. 
After six years there would be sixty separate items. In respect 
of each of those items the following information is required: 


(i) Original cost, less the original cost of assets sold in 
prior year; 

(ii) Written down value, i.e., above value less depreciation 
allowed thereon in prior years; 

(iii) Original cost of assets sold during the year; 

(iv) Written down value of assets sold during the year; 

(v) Sale price thereof ; 

(vi) Amount of depreciation claimed. 
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(vii) Original cost of remaining assets ; 

(viii) Written down value of remaining assets; 

(ix) Loss or profit on sales of assets, ie., the difference 

between written down value and sale price. 

An example of one item is appended, the headings being in the 
same sequence as given above: 

(i) (ii) (ili) (iv) (v) (vi) (vii) (viii) = (ix) 
1250 875 200 140 115 105 1050 735 25loss 
When a number of assets of one particular class is purchased 

during the year, the Department sometimes allows six months 
depreciation thereon, unless a more accurate allowance can be 
calculated on the information available. 
“12. Repairs :-— 
Nature and amount of each repair to property, machinery, 
etc., used in the production of assessable income. 
Expenditure on alterations, additions, or improvements 
should not be claimed as repairs.” 

Repairs to a recently acquired property, purchased in a dilapi- 
dated state and put in good repair by the purchaser, are not 
allowable deductions, being regarded as part of the cost of the 
property. Alternatively, the renovated property may be regarded 
as an improved one as compared with the property as purchased. 

When detailed lists of repairs are being prepared, it should 
be remembered that the Taxation authorities are more interested 
in the exact nature of the payment than in name and address of 
the recipient. Their object, of course, is to discover whether the 
amount claimed is in the nature of an alteration, addition or 
improvement. 

“13. Bad Debts :— 
(a) Full names and addresses of debtors. 
(b) Amounts written off. 
(c) Years in which the amounts have been returned as 
assessable income.” 

The writer believes that a complete list is not always required. 
A hard and fast rule is not necessary—each case should be taken 
on its merits. The work involved in preparing a full list of small 
amounts of bad debts is not warranted when the number runs 
into hundreds as, for example, in the case of a gas company. 
The writer suggests that a list of bad debts of over £5 each be 
supplied. A short statement as to the number and total amount 
of the remainder, together with an indication that no one amount 
exceeds £5 should suffice. Full details surrounding the claim 
for large, or unusual bad debts, should be supplied. Any bad 
debts of a capital nature should be excluded except in the case 
of a money-lending business. 

If the gross income is described as “receipts” the claim for 
bad debts is likely to be queried, as bad debts are not allowable 
deductions, unless the debts in question were brought to account 
a income. The use of the term “receipts” suggests that the 
counts are kept on a “cash basis” and not on a “credit basis.” 

The deduction allowable is also limited to debts written off as 
tad in the accounts. Doubtful debts cannot be allowed. If part 
of a debt is written off, and the balance is shown as still owing, 
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it would appear that the debt in considered doubtful but not 
necessarily bad, and would probably be disallowed. Of course, 
if it were shown that there had been a compromise and part 
written off as bad, the claim should be allowed. 

“14. Subscriptions—to Trade, Business or Professional Associa- 

tions :— 
Names of associations and amount paid to each.” 

“15. Other Business Expenses :— 

Nature and amount of each class of expense.” 

Do not overlook this list as its omission is likely to lead to a 
request by the Taxation authorities for details. 

“16. Donations :— 

Names of institutions and amount donated to each.” 

A full list of all donations claimed should be supplied, but the 
details of amounts which it is not intended to claim need not be 
furnished. Donations of less than £1 to any one institution are 
not allowable, but a number of donations to one institution 
totalling £1 or more during the year may be claimed. 

“17. Legal Expenses :— 

Nature of, and amount paid for, each service.” 

The nature of the legal service is of more concern to the 
Taxation authorities than is the name and address of the 
recipient. 

“18. Dividends Paid or Credited :— 

Separate lists in respect of resident and non-resident share- 

holders showing— 

(a) Surname, Christian names in full and address of each 
shareholder. 

(b) The amount paid or credited to each during the year 
ended 30th June, 1939.” 

It is suggested that a particular dividend should not appear 
in more than one return. Not only does the duplication involve 
the accountant in unnecessary work, but may conceivably give 
rise to mistakes by the Taxation authorities. Of course, these 
remarks do not apply to particulars inserted in Statement No. 1. 

The dividend list should cover the period of twelve months 
ending on 30th June, although the accounts may cover a different 
period. 

Dividends paid to overseas’ companies are no longer subject to 
rebate for Federal purposes. 


“19. Interest Paid or Credited :— 


Separate lists in respect of resident and non-resident 
depositors and debenture-holders are required showing— 
(a) Surname, Christian names in full, and address of each 
person to whom interest is paid or credited. 
(b) Amount paid or credited to each person during the 
year ended 30th June, 1939. 
(Where debentures issued outside Australia, furnish full 
particulars. )” 
Interest is not always allowed in full. If dividends, Common- 
wealth Loan interest, or exempt income are derived by the 
company, portion of the interest paid is usually set off against 
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these sources of favoured income. When a company effects 
sales in other States and derives revenue from other sources, 
the latter should be excised in calculating the allowance on account 
of those sales. Portion of the interest paid as well as other 
expense applicable, should be deducted from the other revenue. 

The company is separately assessed on interest paid to non- 
residents to the following extent— 

(a) for State purposes, on the total amount, and 
(b) for Federal purposes— 
(i) on the total amount paid to companies ; 
(ii) on the amount paid to each individual taxpayer 
which exceeds £250. 

The current rates of tax are 1/4 and 2/- in the £ for State and 
Federal purposes respectively. 

If the names and addresses of bearer debenture-holders are not 
supplied to the Taxation authorities the company will also be 
assessed to pay tax on the amount of interest paid to them. 

While on the subject, I might also point out that the company 
is also, in practice, taxed as agent, if it pays royalties to non- 
residents. 

“20. Total Interest Paid or Credited to Bearer Debentures :— 


The total interest in respect of bearer debentures paid or 
credited during the period covered by this return.” 

If the names and addresses of the recipients are not supplied 
the company is liable to tax on account of the interest so paid 
or credited. 

“21. Increase in Paid-up Capital :— 

The total increase in paid-up capital during the period 

covered by this return showing— 

(a) paid up in cash; 

(b) representing capitalization of past profits or reserves; 

(c) representing capitalization of amounts due to sale or 
re-valuation of capital assets. 

A copy of the resolution authorizing the increase of capital 

should accompany the return.” 

The remarks made about dividends paid or credited also apply 
to bonus shares. 

“22. Interstate Sales :— 

Where the trade of any Company whose head office is in 
Victoria extends to other States, and the Company is liable to 
pay Income Tax in such other States, the following information 
must be furnished in those cases where Victorian accounts include 
the transactions of other States, in order to secure allowance in 
respect of the trade in each State. 





| | Course of Busi- 


Sales of Goods of Basis on which/ ness in each 





ry Sales of Company was | State, showing 
State a "| Other Goods | assessed in each| how Sales were 
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Sales of goods manufactured by the company must be separated 
from sales of other goods (e.g., purchased goods), because in 
the former case, two-thirds of the profit is attributed to the State 
in which the goods are manufactured (except in Queensland), 
while in the latter case one-half of the profit is attributed to the 
State in which the Head Office is situated. 

Sales must be effected in a particular State before that State 
can claim tax on the profit on sales. If sales are made by 
correspondence, they are effected in the State from which the 
correspondence emanated. Where sales are effected outside 
Australia, special claims must be made and evidence produced to 
the effect that tax is paid outside Australia in respect of the profit 
on those sales. 

Owing to the reciprocity between States, full accounts need to 
be lodged only in the State where the Head Office is situated, 
and, ‘of course, for Federal purposes. Usually a summary 
showing the proportion of profit attributable to that State suffices 
in other States. 

Where a branch of the company is substantially self-controlled 
and situated in another State, no part of the profit of that branch 
need be brought to account in the Head Office return. 


Miscellaneous Remarks 

In the case of liquidations and deregistration of companies in 
which the business is taken over by the shareholders, all credit 
balances of Profit and Loss Account, Reserves and Provisions 
distributed to shareholders in cash or otherwise, are subjected to 
tax in the hands of those shareholders, as a rule. The source of 
Reserves and Provisions should be examined to see whether any 
provision of the respective Acts will render them exempt in the 
shareholders’ hands. 

It is desirable to include a schedule showing movements of 
reserves and provisions. 

Where exempt income such as Commonwealth Loan interest 
and dividends are received, the Department will not usually accept 
the claim that the gross amount is exempt. In the case of a 
trading company, a proportion of interest paid and percentage of 
the gross exempt income are treated as being applicable to that 
exempt income. The proportion of interest paid is calculated on 
an assets basis. The percentage of the exempt income is usually 
24%, and is intended to cover expenses of collection, management 
expenses, etc. 





\WaR-TIME Prorits TAX IN THE Licut oF “ABILITY TO Pay” 
By R. V. NICHOLLS, A.1.C.A. 


The Federal Treasurer has stated that the War-time (Company) 
tax has been framed to comply with the principle of “Ability to 
pay.” In support of this contention he points out that the rate of 
tax rises by successive steps of 4% for each proportion of profit 
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over 8% on “employed capital” representing 1% on such capital. 
Each proportion is taxed accordingly. 

Unfortunately for a great many companies who cannot well 
afford to pay, and fortunately for others who can, the term 
“Capital,” for the purposes of this tax, appears likely to be 
defined as Shareholders’ Funds. This would mean that the 
“Capital,” which is the very basis of the tax, covers Paid Capital, 
Reserves and Undivided Profits. Hence companies having large 
accumulations of reserves, undivided profits and other forms of 
unpaid shareholders’ funds, are permitted an extremely high rate 
of tax-free profit, yet these are the firmly-established and wealthy 
companies whose “Ability to pay” is undoubted. 

On the other hand there are many enterprising and industrious 
companies (whose efforts are essential to our economic welfare 
and war effort) who have been unable to create any appreciable 
fund to supplement their paid-up capital and assist their earning 
capacity. Such companies as these become liable to pay War- 
time (company) tax immediately they reach an earning basis 
equivalent to, or only slightly above, 8% upon their paid-up 
capital. They are, therefore, subjected to the tax long before 
those more wealthy companies, whose “Ability to pay” is infinitely 
greater. Furthermore, the wealthy companies, after having 
reached their reserve-extended limit of permissible profit, are, 
even then, called upon to pay only at the same rate as the paid 
capital class. 

As between different classes of companies, it seems that the 
measure would have been much more equitable had a conjoined 
tax been imposed, based upon the proportion of reserves and other 
non-contributed shareholders’ funds to paid capital. This tax 
could be assessed at an ascending rate upon all profits over 8% 
of paid capital as a supplementary tax to render the Act more 
closely compatible with the principle of “Ability to pay.” Such 
a conjoined tax could be assessed at 1% for each 10% that 
reserves and undivided profits bore to paid capital or upon some 
similarly simple basis. The effect of this conjoined tax would be 
to distribute the incidence of the War-time (Company) tax much 
more fairly and evenly by counter-balancing the advantage con- 
ferred by reserves, etc., in extending the limits of permissible profit 
as appears to be the case under the present measure. 


Suggested alternative to present excess profits taxation method 
embodying a conjoined tax on profits exceeding 8% to paid capital 
at a flat rate of 1% for each 10% that unpaid capital bears to paid 
capital :-— 





“Wealthy” “Non-wealthy” 
Company Company 
Employed capital— 
rea £20,000 
Non-paid up .. .. .. .. 600,000 Nil 
Total .. .. .. .. .. £1,000,000 £20,000 
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Permissible profit— 
8% on employed ae. £80,000 £1,600 
Actual profit .. . 80,000 3,000 
Profit subject to War- time tax Nil 1,400 
Profit subject to conjoined tax 48,000 Nil 





Taxes Payable 
Excess Profits Tax .. .. .. Nil £224 
Conjoined Tax— 
“Wealthy” alia 














on £48,000 .. .. £7,200 Nil 
£7,200 £224 
Profits available for Dividends £72,800 £2,776 
% to paid capital .. .. .. .. ..18:2% 13-88% 


It will be evident that under the present War-time Profits Tax Act 
the taxes payable would be :— 
“Wealthy” Company .. .. .. .. .. Nil 
“Non-wealthy” Company .. .. .. .. £224 
In view of the fact that the “wealthy” company is permitted to 
earn 20% on Paid Capital and pay no tax, whilst the “non-wealthy” 
company, earning 15% on Paid Capital has to pay tax, the pr resent 
Act cannot be based upon the principles of “Ability to pay. 
Under the suggested alternative, where a conjoined tax, based 
on the proportion of unpaid to paid capital is levied, the taxes 
payable would be :— 
“Wealthy” Company .. .. .. .. .. £7,200 
“Non-wealthy” Company .. .. .. .. 224 
This is in accordance with the “Ability to pay” principle and still 
safeguards the rights of shareholders by leaving ample for dividend 
requirements. 





How the Increased Sales Tax Operates 
By H. R. IRVING, A.c.A. (AUST.), A.C.1.S. (ENG.) 


The rate of Sales Tax has been increased from 6% to 8$%, and 
operates as from May 3, 1940. 

The increased rate applies, generally speaking, to all taxable 
goods which are imported into or manufactured and sold in 
Australia, treated as stock for sale by retail, leased or applied 
by a registered person to his own use, on and from the date 
mentioned, notwithstanding any “contracts” which might have 
been entered into prior to that date. 

The liability in respect of wholesale merchants, manufacturers 
and importers varies somewhat as was explained in an article 
appearing in the November, 1939, issue of the journal. 

For all practical purposes, sales taxpayers (other than those who 
pay tax on importation) will continue as heretofore except for 
the substitution of 83% for the 6% rate previously operating. 

The position of importers has, however, been somewhat altered. 
In respect of goods imported into Australia and which are taxable 
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upon the entry of the goods for home consumption, Section 4 (1) 
of Sales Tax Assessment Act (No. 5) 1930-1939 provides that 
the “sale value” on which the tax is payable shall be an amount 
which exceeds by twenty per centum the sum of the following: 


“(i) the value for duty of those goods converted into Aus- 
tralian currency; and 

“(ii) the duty of Customs payable in respect of the goods.” 

For the purposes of that section “value for duty” is defined 

as under: 

“(a) where the goods are subject to an ad valorem duty upon 
importation into Australia under the law relating to duties 
of Customs—the value ascertained in accordance with 
that law for the purpose of calculating that duty ; and 

“(b) where the goods are not so subject—the value upon which, 
in the opinion of the Commissioner, an ad valorem duty 
would have been calculated if the goods had been so 
subject... .. 


Section 154 (1) of the Customs Act provides that: 
“When any duty is imposed according to value, the value for 
duty shall be the sum of the following: 


(a) (i) the actual money price paid or to be paid for the goods 
by the Australian importer plus any special deduction, 
or 

(ii) the current domestic value of the goods, 
whichever is the higher; 

(b) all charges payable or ordinarily payable for placing the 

goods free on board at the port of export, and 

(c) ten per centum of the amounts specified under paragraphs 

(a) and (b) of this sub-section.” 


The rate of exchange to be used in converting the value for 
duty into Australian currency is the telegraphic transfer selling 
tate in Australia, at the date of exportation of the goods from 
the country of export as fixed by the Commonwealth Bank of 
Australia. 

By reason of the imposition of a new Customs Duty known 
as the Customs (Special War Duty), which represents a super- 
imposition of 10% of the duty, including primage, otherwise 
payable, the incidence of sales tax payable on the “sale value” of 
imported goods has been further altered. 

It will thus be seen that where sales tax is payable on impor- 
tation, the “sale value” is an amount representing : 

(a) the invoice price of the goods; plus 

(b) ten per cent. thereof; plus 

(c) the amount of “exchange” to convert the “value for duty” 

(i.e., (a) plus (b)) to Australian currency ; plus 

(d) the amount of customs duty (including primage and special 

war duty) payable; plus 

(e) twenty per cent. of (a), (b), (c) and (d). 

If the invoice price of the goods is less than the current domestic 
value of the goods in the country of export, that current domestic 
value must be substituted for the “invoice price” in (a) above. 
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If the goods are entered for home consumption by a registered 
person who quotes his certificate, sales tax is not payable on 
importation as the importer is liable for payment of the tax either 
on the actual price for which the goods are sold (by wholesale) 
to a person who does not quote his certificate in respect thereof, 
or on the wholesale selling value of goods sold by retail. 

The following comparative statement sets out the different sale 
values upon which tax is payable: 


(a) on the entry of goods for home consumption— 
(i) where the invoice price exceeds the current domestic 
value in the country of export; 
(ii) where the current domestic value in the country 
of export exceeds the invoice price, and 
(b) on the sale of the goods in Australia by wholesale. 





Example (a) (1): .. «a 
Selling price to purchaser in Australia... .. .. .. 280 0 0 
ED on ct, wis A ae, 0% oe ks es en, oe 

> i . <a 

Add “Exchange” (say 254%) .. .. .. .. .. .. 7810 9 

“Value for duty” in Australian currency .. 386 10 9 

Add Duty (say 65%) and Primage 

(10%) on £308/0/0 .. .. .. .. £231 0 © 
Plus 10% Special War Duty .. 23 2 O 

———_ 254 2 0 

640 12 9 

I, oe he ms Go ence, cau oe ee 128 2 7 

ie £768 15 4 

ee, er £64 1 3 

Example (a) (ii): £ sd 
Current domestic value in country of export .. .. 295 0 0 
RP Ue a es Ce ae es A Se CURES 

es ON oa i ee ee ie i SS 

Add Exchange (say 254%) .. .. .. .. .. .. 821401 

“Value for duty” in Australian currency .. .. 407 4 ll 

Add Duty (say 65%) and Primage 

(10%) on £324/10/- .. .. .. .. £232 0 4 
Plus 10% Special War Duty .. 23 4 0 

———— 255 4 4 

662 9 3 

i ee er ee ae 132 9 10 

£794 19 | 


kg re £66 411 








194 


E x 


owt et 


ame 
193 
plus 
the 


tax 
paic 
pric 


imp 
on 
sent 


tax 
mor 
tax 
wou 


the 

are 
to q 
entit 


in-st 
tific 
appl 
high 
is le 
sales 


rect] 
of t 
the | 
quot 
pers: 
imp¢ 








oof 


oe | 


o 


> —|l eoloo™ wl #!] nol 


-_ 
Sw | 











1940 THE AUSTRALIAN ACCOUNTANT 319 





Example (b): 


: & © 
Selling price to Importer 280 0 0 
Exchange—254% on £280 . ia saben At len 71 8 0 
Duty and Primage (as in Example (a) ( (i)) 254 2 0 
C.I.F. Charges (sav) ae 20 0 O 
Duty-paid landed-into-store cost to wholesaler .. £625 10 0 
Assumed wholesale profit (say 20% ) : 125 2 0 
Wholesale selling price .. .. .. .. .. .. «. .. .. £75012 O 
ee a a fl a 


From these examples, it will be seen that by reason of the 
amendment to the Sales Tax Acts (operating as from October 1, 
1939), which imposed, in effect, additional sales tax on “Exchange” 
plus 20% thereof, and also by reason of the recent imposition of 
the new Customs War Duty of 10% (on which additional sales 
tax is also payable after adding 20% thereto) the amount of sales 
tax payable on imported goods is now frequently greater when 
paid at the Customs House than if paid on the wholesale selling 
price of the goods. 

Prior to October 1, 1939, tax would have been payable, on 
importation, on a value of £646/16/- (in example (a) (i)), and 
on £667/16/5 (in example (a): (ii) ), so that the increases repre- 
sent approximately 19% in each case. 

In example (b) there is no variation in the value upon which 
tax is payable. In cases where the wholesaler’s profit amounts to 
more or less than 20%, the difference in the values upon which 
tax is now payable as compared with the previous sale value 
would fluctuate accordingly. 

When the current domestic value of a shipment is higher than 
the selling price to the Australian purchaser (duty and sales tax 
are assessed on such higher value) it will probably pay the importer 
to quote his sales tax certificate at the Customs House if he is 
entitled to do so. 

Unless an importer makes more than 23% profit on the landed- 
in-store cost of his goods, it pays him to quote his sales tax cer- 
tificate at the Customs House if he is entitled to do so. This 
applies even if the selling price to Australia is the same as or 
higher than the current domestic value, but when the selling price 
is less than the current domestic value, the disadvantage of paying 
sales tax at the Customs House is increased. 

Cases have come under the writer’s notice of importers incor- 
rectly having paid sales tax on the entry for home consumption 
of their goods instead of quoting their certificate in respect of 
the importation thereof, and a review of the importer’s right to 
quote his certificate might be advantageously undertaken by all 
persons registered under the Sales Tax Acts and who pay tax on 
importation. 
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The Treatment of Cash Discounts in Accounts 
By L. J. SHort 


In the April, 1940, issue of The Australian Accowntant a report 
by a Committee of the Commonwealth Institute of Accountants 
on the above subject was published. The Committee discussed 
several methods of dealing with cash discounts. Method B, in my 
opinion, is the one which gives a figure nearest to the actual 
amount of discount earned or allowed in any given accounting 
period. 

So far as Method D is concerned, can “Discount Receivable 
on goods sold” be arrived at accurately where certain classes only 
of goods purchased carry settlement discount ? 

(Incidentally, is it not loose accounting terminology to refer 
to the purchase price of goods sold as an “Operating Expense” ?) 
Stock-in-trade is surely an asset. 

All settlement discount plans have the same purpose in view, 
viz., the encouraging of prompt payment of accounts receivable, 
thereby keeping costs for charging goods (interest, book-keeping 
and collections costs) at a minimum. If we purchase goods from 
a merchant to the value of £10, and he allows us 33% for cash 
in 7 days, are we incorrect in assuming that the actual purchase 
price of the goods is £9/12/6, and that 7/6 has been added 
to compensate our creditor for the risk of loss and office expense 
involved in charging the goods to our account? 

Why not, therefore, treat discount as a surcharge on sales to 
reimburse the seller for costs incurred in selling his goods on a 
basis of payment other than immediate cash? Discount for 
prompt payment would then be in the nature of a rebate of the 
surcharge to purchasers willing to forfeit their rights to, and forego 
the advantages of, the extended terms offered. 

Under this system it would be necessary to dissect all purchases 
invoices under the heading of “Purchases,” “Surcharge on 
Purchases,” and sales invoices under “Sales” and “Surcharge 
on Sales.” For example :— 

Purchased 

(1) 100 tons of Cement @ £4 per ton, Less 24%—30 days— 
Discount taken. 

(2) 50 tons same. Discount not taken. 

Sold 

(3) 50 tons @ £4/15/- per ton. Less 5/- per ton—7 days. 
Taken. 

(4) 25 tons @ £4/15/- per ton. Less 5/- per ton—7 days. 
Not taken. 

(5) 10 tons @ £4/10/- per ton. Cash. 


Purchases Surcharge Total Discount Net Amount 
Rate Amount Payable 
(1) £390 £10 £400 24% £10 £390 
(2) 195 5 200 24% 5 195 
Sales Surcharge Total 

(3) £225/0/0 £12/10/0 £237/10/0 

(4) £112/10/0 6/5/0 118/15/0 

(5) 45/0/0 on 45/0/0 
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Trading Account 


To Purchases— By Sales— 


85 tons @ 
(150 tons @ @ 
£3/18/-) . . £585 0 0 ——s. a £382 10 0 





Gross Profit, 65 tons @ 
85tons@12/- 51 0 0 £3/18/- . . . 25310 0 
£636 0 O £636 0 O 
Non-Operating Expense— 
To Surcharge on Purchase. .. .. .. .. .. £15 0 0 
By Amounts rebated by Creditors .. .. .. .. 10 0 0 
£5 0 0 
Non- Operating Income— 
By Surcharge on Sales .. .. iad vere. See. 
To Amounts rebated to Debtors .. .. .. .. 1210 0 
£6 5 0 


At balancing dates Reserve for Rebate allowable, and Rebates 
still to be taken in purchases, would be made before transferring 
the balances to the Non-Operating section of the Profit and Loss 
Account. 

Under this system the following desirable objectives would be 
achieved : 

(1) Purchasing Department is given the benefits resulting from 
keen buying, whether expressed in a fine net price, or a 
price carrying an attractive settlement discount. 

(2) The degree of efficiency of the staff member responsible for 
the securing of settlement discounts on purchases, and of 
the person charged with passing discounts deducted by 
debtors, would be reflected in the debit to non-operating 
expense, and the credit to non-operating income respec- 
tively. (In the former case, the ideal would be the 
non-existence of a debit, and in the second case the minimum 
requirement would be that the account should show no 
balance, or a credit balance. Under no circumstances could 
a debit balance be sanctioned in this account, as it would 
indicate that customers had been allowed more discount 
than they were entitled to.) 

(3) Department managers could not wrongly inflate the gross 
profits of their departments by charging higher prices for 
goods, and allowing a correspondingly higher settlement 
discount. (This practice could, of course, be overcome 
by charging discount allowed back to Departments, but in 
businesses with a number of Departments, this procedure 
would be quite impracticable. ) 

One serious disadvantage of the system of charging discount 

allowed back to Departments (even if we admit that it is prac- 
tically possible) is the disturbing influence it would have on a 











D 









322 THE AUSTRALIAN ACCOUNTANT JUNE 


Department’s gross percentage rate. For instance, in a department 
where the cost of goods sold remains a constant percentage of 
sales, the final gross profit rate would rise and fall in sympathy 
with the fluctuating ability or keenness of the Department's 
customers to take the maximum available discount. Thus we 
would be giving commendation to a Department manager, or 
withholding it, for favourable or unfavourable results, the cause 
of which he had no control over whatsoever. 

Under modern methods of controlling retail selling departments, 
one of the principal responsibilities of the Department manager 
is to maintain a predetermined gross percentage rate on sales: 
in other words, a constant margin between cost and selling prices. 
It is immaterial, therefore, whether he is given credit for discount 
on purchases or not, as, if he is, it merely increases the gross 
profit rate he will be expected to realize. 

As discount receivable and allowable are both, in the final 
result, beyond the control of a Department manager, is it not better 
to isolate them entirely from the Departmental figures? 





Industrial Accident Records and Reports 
By A. MorFatt, A.F.1.A., A.A.LS. 


Each year, through accidents, the loss to both employer and 
employee is exceedingly great. Considering the fact that in most 
instances a constant drive on accident prevention would have 
reduced the loss, a comparison with other less controllable reasons 
which cause lost time reflects the casualness with which accidents 
are regarded. 

From the employee point of view, disregarding for a moment 
any pain and disablement suffered, the loss of time and wages is 
distressing. Compensation rates or accident funds seldom reach 
the amount of wage loss, and spending power is reduced for at 
least the duration of the accident, and possibly, where either 
the limbs or some of the senses have been impaired, for the rest 
of the employee’s working life. To employers, accidents mean 
inefficiency and delay. The absence of experienced operators 
and the training of unskilled substitutes presents a difficult problem. 
Delays may have far reaching results, in particular where pro- 
duction is scheduled through sections and the overall efficiency 
hinges on departmental efficiency. 

Since both suffer from this menace to industry, the employer 
and employee must share equal responsibility. The former by 
placing safety devices on machinery and hazards, and at the 
same time inculcating a safety first policy in the employee’s mind, 
and the latter by reporting hazards and adopting a “take no risk” 
attitude with dangerous or even seemingly faultless appliances. 


FREQUENCY AND SEVERITY RaTE Forms 
Successful accident prevention is based on systematic recording 
and the following are some of the specific uses of such records: 
1. To disclose the departments, occupations and individuals 
with the worst injury records. 
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2. To show the types of injuries that occur most frequently. 
3. To allow comparisons to be made with previous records. 

4. To compare trends with kindred industries. 

The following illustrated forms, which can be modified or adapted 
to suit local conditions, have been based on the following: 
Injuries are divided into two groups; disabling and non-disabling. 
In computing frequency and severity rates for inter-departmental 
and kindred industry comparisons only disabling injuries are used. 
The reason for this is that if all injuries were used as the basis of 
comparison, there would be a tendency for employees not to 
report minor cuts and abrasions, so that the rate would not rise. 
By doing so, and thus neglecting or resorting to self-treatment 
there would be an increasing danger from infection. However, 
careful records must be kept of non-disabling injuries for, as 
often as not, it is only by chance that they are not disabling. 
The circumstances and causes are usually the same for major or 
minor injuries. 

The following formulae and definitions are used: 

Lost Time or Disabling Accident—An accident causing loss 
of time beyond the day or shift in which it happened. 

Man Hours.—Total hours worked by all employees (excluding 
staff and foremen) during the period under review, including 
overtime but not premium hours paid on overtime. 

Hours Lost.—Actual time lost in the period under review due 
to the lost time accidents. (For deaths and permanent disabilities 
a “weighting” charge is included instead of actual lost time). 

Frequency Rate is the number of accidents per 100,000 hours. 

Severity Rate is the hours lost per 1,000 hours. 


Lost time or Disabling Accidents & 100,000 
Man Hours Worked 
— Hours Lost & 1000 
Man Hours Worked 





Frequency Rate: = 





Severity Rate: 





Report oF INJury Form—Ficure 1 


The original report of every disabling injury (Fig. 1) may be 
altered to meet requirements of any industry. It is designed 
to furnish information for compensation claims as well as the 
base for accident prevention reports. 


EXPLANATION OF Form (Fic. 1) 


Each foreman should have a supply of the forms, and complete 
immediately an accident takes place. However, where there is a 
Safety Officer employed, he should fill out the form, obtaining 
the necessary details through questioning the injured employee, 
the foreman, and any witness to the accident. Sections 1-4 show 
sufficient information for the use of the employer as well as 
injured party’s compensation claim. 

Sections 5-6 provide a means of correcting any mechanical or 
human factor at fault. 
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Report of Injury 
Ficure 1. 
Date of Report........... Case No........ 
eS el ee ll ae 
Injured party | SeX...ccccccccce AQ@.nnu Married............. Dependants........... 
report Weekly wage.....c.ccccoccssccsssmensssseee . Occupation......... 
Section No. 2 | Date...cccccvmeacce 1S Ct Department...ccccccccscnenenienen 
Time and Place] Witnesses (if Amy) ..cccccccceccsssoseeneeen 
Section No. 3 os Heme c Miner 
Nature of © Hospital co Major 
Injury 
Seetion We. . LS Le SAREE AT EEE 
Foreman’s 
a acta cl ali a aaa in ide ih 
Section No. 5 ‘ Action Taken 
Mechanical 3 Improper Guarding 
Causes co Defective Equipment 





co Bad Lighting 
co Incorrect Tools 
ca Other Cause 








Section No. 6 





Injured Other 
Person Person 








Date employee returned 


ange oO oO Physical or mental defect 
Oo co Lack of knowledge or skill 
oO Cc} Wrong attitude 
oO cs Improper apparel 
oO = Other cause 
Action Taken... 
Name Title 


Total Lost Time 








By filing the form until the employee returns to work, a 
current file of accident absentees is obtained. On return the total 
lost time is computed. After completion the Report of Injury 
Form should be sent to the Safety Officer or Department where 


the data is transferred to an Analysis Sheet (Fig. 2). 


When adopting the use of an analysis sheet only those items 
which are considered important should be incorporated, e.g., it 
may not be necessary to show whether the injured was sent home 


or to hospital. 


ANALYsIs SHEET (Fic. 2) 


The particulars of each column are as follows: 


1. The name of the department, the departmental and overall 


totals for the “period of the report” and cumulative. 


2. Name of employee and his factory and case identification 
numbers. 
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Date of injury. 
. & 5. Self-explanatory. 
Details of injuries so that they can be transferred to a 
summary and listed under the type of accident, whether 
falls, cuts, eyes, etc. 
The actual hours worked by each department and so building 
up the factory overall figures. 
The total hours lost by each employee is transferred from the 
foot of the Report of Injury to build up the overall lost time. 
Col. 4+ X_ 100,000 

Col. 7 
Col. 8 & 1,000 

Col. 7 


SumMarY oF Types (Fic. 3) 








The summary of types of accident shows in detail the type 
of injury and the frequency of occurrence by department and 














overall. 
Summary oF Types (Fic. 3) 
Departments 
a A B Overall 
Period | Cum. Period | Cum. Period | Cum. 
Eye Injuries 
1, Failure to use appliances, etc. 
2. Neglect * oe es 
3. Defective or faulty machinery 
4. Unforeseen circumstances, etc. 























T 


Summary oF Injuries (Fic. 4) 


he final Summary of Injuries is then compiled and may be 


produced, monthly, quarterly or annually. 


SUMMARY OF INJURIES 





Rates 


_ Hours No. of Fatal | Disabling | Total 
Worked | Employees 





Frequency | Severity 








Total Industry 



































DEPARTMENTS 
Department 
A 
B 
Cc 
The scale of “weighting” charges for death, permanent dis- 


abili 


ty or partial permanent disability is that corresponding to the 


ruling of the governing Compensation Act. 
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PRESENTATION OF FACTS AND FiGuRES RELATING TO ACCIDENTS 


Experience is often quoted as the best teacher. This may be 
so, but accident prevention lessons should take a less drastic 
form. No matter how many safety appliances are installed or 
statistical records compiled by an employer, reduction in number 
of accidents depends on teaching sane safety first rules before, 
not after, accidents have happened. 

This teaching may be summarised under the following headings : 


1. Personal tuition and instruction in the use of machinery and 
equipment. 

Routine Maintenance and Safety Inspections. 

Illustrated Statistics. 

Competition. 

1. Personal Tuition—When an employee is engaged, whether 
experienced or otherwise, he should be instructed in the use of 
the machine or appliance which he will control. Stress should 
be placed on the penalties for non-use of safety devices. The few 
minutes spent in giving concise instructions is time well given, from 
a production point of view as well as accident prevention. 

2. Routine Maintenance and Safety Inspections.—It is hardly 
necessary to stress the desirability for routine maintenance to all 
machinery and equipment. However, over and above the main- 
tenance inspection there should also be a periodical inspection 
of the safety devices in use. This work should be entrusted to a 
person competent and familiar with these appliances, and not left 
to the operator because of the tendency for a “near enough” 
examination. 

3. Illustrated Statistics —In the daily round of factory routine 
the employees’ notice board becomes as commonplace as the 
machinery. It is by means of illustrations and charts, rather than 
closely printed notices that interest is roused. Psychology plays 
an important part in preparing the notices. The tendency towards 
sensationalism should be avoided, for, while “disaster” drawings 
are graphic and interest-catching at first, their very sensationalism 
makes them humorous after a while. Originality and interest 
must be maintained, at the same time leaving with the reader 
thought-provoking points. 

4. Competition—Most workmen are susceptible to any form 
of competition, and enter any scheme based on this factor with 
enthusiasm. Here then is a direct method of teaching accident 
prevention carrying something more than a desire to save one’s 
skin or prevent lost time. There are many ways in which a com- 
petition can be interestingly conducted, such as an inter-depart- 
mental trophy or distribution of a cash bonus. 

In every industry the possibility of accident is always present, 
and in ninety-nine cases out of a hundred they will be caused by 
thoughtlessness or carelessness. This fact is well worth con- 
sidering. 


Poehd 
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Secretarial Practice 
By P. C. Lane 





DeEcEASED ESTATE SHAREHOLDING — DouBLE PROBATE 


By Sec. 41 of the N.S.W. Wills, Probate and Administration 
Act, 1898, it is enacted :— 


“The Court may, if it thinks fit, grant probate to one or more of the executors 
named in the will, reserving leave to the other or others who have not renounced, 
to come in and apply for probate at some future time.” 


When an exemplification of probate, in which leave is reserved 
for another to come in and apply at a future date, is exhibited 
to a company, the share-registrar should, of course, when recording 
the document, note the fact of the reservation. The question then 
arises—what would be the position if “double probate” be granted? 
that is so say, if probate at some later date be granted to the other 
executor or executors? 

If, at the date of the granting of the double probate, the shares 
have not been transferred into the name of the executor to whom 
the original grant was made, the share-registrar should, when the 
double probate is exhibited to him, add the name of the additional 
executor to the one already noted in his register. 

Should however, the executor to whom the original grant was 
made, die subsequently to his taking out probate and prior to the 
grant of dout'e probate, that happening may create a problem for 
the secretary or share-registrar if he be one without experience 
in a similar case. 

The following example illustrates the case in mind :— 

“A” is a shareholJer in a company and upon his death probate 
is taken out by “B,” one of the executors named in the will, with 
power reserved to “C,” the other executor. “B” dies without 
having had the shares transmitted into his name. “B’s” executor 
“D” takes out probate and is noted in the register as executor in 
respect of the estate of “A.” Double probate is subsequently 
granted to “C.” Should his name (“C’s”) be entered in substitution 
for that of “D” or in addition thereto? 

The executor of an executor may deal with the estate of the 
original shareholder, but an executor of the shareholder to whom 
power to act has been reserved has prior authority. His name 
should therefore be substituted for, and not added to, that of the 
executor’s executor. This applies, of course, only when the shares 
stand in the register in the name of the deceased shareholder— 
with a note recording his decease and the name of the executor. 
Should “B,” however, have had his name entered in the register, 
as the registered proprietor of the shares, the position would be 
different, as the company would then be entitled to treat him as 
the absolute owner of the shares. In this regard, the names of 
executors should not be entered in the register as holders of the 
shares in their own right without a distinct and intelligent request 
on the part of the executors. (Buchan’s Case [1879] 4. App. Ca. 
549). The N.S.W. Companies Act, 1936, by Sec. 36. (2) and 
Victorian Companies Act, 1938, Sec. 25. (2) define a member as 
Every other person who agrees to become a member of a company 
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and whose name is entered in its register of members, and an 
executor in whose name shares are registered can only be brought 
within that definition, if the company receives a distinct request 
from him to be entered on the register in his own right. 

As already stated herein, a company must regard the member, 
in whose name the shares stand on the register, as the absolute 
owner thereof and consequently cannot place the shares in the 
name of the executor who obtains double probate, without a proper 
request to do so from the person in whose name the shares stand 
registered. 

The executor entitled to adminster the estate can, of course, 
compel the other person to take the necessary steps to vest the 
shares in him. 

Section 44 of the Act referred to at the commencement of this 
note deals with the matter of vesting the testator’s property in 
the executor as follows :— 

“Upon the grant of probate of the will . . . of any person dying after the 
commencement of this Act, all real and personal estate which any such person 
dies seised or possessed of or entitled to in New South Wales shall as from the 


death of such person pass to and become vested in the executor to whom probate 
has been granted... .” 


Although the foregoing section provides for the vesting of the 
subject property as from the death of the testator, had the shares 
in the case used above as an illustration, been disposed of by 
“B” or “D” before probate was granted to “C,” the grant of 
double probate would have no retrospective effect upon the 
transaction. 





ForEIGN CoMPANY CARRYING ON BUSINESS IN QUEENSLAND 
—QUEENSLAND SUCCESSION AND ProsaTe Duties Acts 


Executors of estates, where the testator had been a share- 
holder in a company having assets in, and carrying on business 
in, Queensland, sometimes express themselves very forcibly when 
called upon to pay Queensland succession duty on part of the 
estate, even though the deceased person had not been a resident of 
that State nor had owned any property there in his own right. 

Under Sec. IJ of the Queensland Succession and Probate Duties 
Act of 1904 as amended by Sec. 22, of the Act of 1918, every 
foreign company which carries on business in Queensland must 
register for the purpose of that Act. A “foreign company” is 
defined as one incorporated according to the laws of some country, 
possession, or place, other than Queensland. 

The application for registration may be made by the hand of an 
agent or attorney, or any person conducting the business of the 
company in Queensland, and the Certificate of Registration which 
will issue, will certify that an office of the company situated at a 
specified address in Queensland, is the Registered Office of the 
company for the purposes of the Act. Failure to comply with 
this requirement renders the company liable to a penalty not 
exceeding £50 and to a further penalty not exceeding £2 for every 
day during which the default continues. 
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The Act inter alia provides: 


“Upon the death of a member of any such foreign company, the shares or other 
interests of the deceased member shall, for the purpose of the Succession and 
Probate Duties Acts, 1892 to 1930, and any such Act amending the same, be deemed 
to be part of his estate and effects in Queensland for or in respect of which 
succession duty is payable in like manner as if such company were duly incorporated 
and registered under the laws of Queensland.” 

“The company, within six months after the death of such member, or such 
further time as the Commissioner may allow, shall cause to be delivered to the 
Commissioner a return giving the name and address of such member, the date 
of his death, and the number, description and value of the shares or other interest 
in the foreign company held by such member at the time of his death, and shall pay 
the duty thereon.” 


It should be noted that it is the company, and not the executor 
of the deceased shareholder, which has to make the return to the 
Commissioner, as also it is the company which is chargeable with 
the duty. 

The formula for calculating the duty is expressed by the Act in 
the manner following :— 


“Where a foreign company carries on any business within and without 
Queensland . . . duty is payable on the part of the full value of the shares 
which bears the same proportion to the said full value thereof as the assets of 
the company situated in Queensland bear to the total assets of the company. .. .” 


Apparently the Act was designed to impose a duty on so much 
of the company’s Queensland assets as could be attributable to the 
capital represented by the deceased’s shareholding. 

The operation of this part of the Act almost invariably causes 
executors who had not previous knowledge of it, to question its 
validity, contending that it seeks to levy a duty upon a person 
outside the jurisdiction of Queensland, and upon a person who 


was not possessed of any property in his own right in that State. 

Although the Commissioner issues an assessment on the 
company concerned, it is the practice for companies to reimburse 
themselves by charging the amount paid against the shareholder’s 
estate. 

In any discussion on this Section it should be borne in mind 
that by requiring the foreign company to have a registered office 
in Queensland for the purposes of the Act, it brings that office 
and the agent or attorney of the company in Queensland within the 
jurisdiction of Queensland authority. It must be further realized 
that the duty is charged on the property of the company situated 
in Queensland and that it is the company which is primarily liable 
for the duty, although the impost may ultimately be paid out of the 
deceased member’s estate. 

It is important that every company incorporated in another State 
and carrying on business in Queensland, should have as one of its 
Articles of Association, an article giving it power to recover 
from the legal representatives of a deceased shareholder any duty 
which it may be called upon to pay in consequence of the share- 
holder’s death. 
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The Modern Factory—(I) Planning 


By R. A. HICKIN, A.1.C.A. 





Reputable business houses unhampered by lack of capital no 
longer establish their factories or works in dingy areas where 
every step is an adventure, and only personnel of the lowest type 
can be prevailed upon to work. The modern factory is the 
practical realisation of a scientific conception, designed to meet 
the needs of the business concerned and aiming to provide its 
staff with clean, bright and healthy surroundings and congenial 
conditions of employment. 

The present-day tendency to provide workers with every 
possible comfort and convenience has followed the recognition 
of an important fact: that a company gets service out of its staff 
in proportion to its genuine care for their welfare and the con- 
sideration it shows them, provided the consideration is guided 
by a wise and firm administration and is never allowed to develop 
into maudlin sentiment. 

The first thing to consider when planning a factory plant is 
the situation of the premises themselves. Obviously, practical 
considerations will guide the choice. Transport facilities, power 
and water services, locality, nature of the goods produced, and 
many other things, will all have a part in affecting the final 
decision. But for the purposes of this article it may be assumed 
that the premises have been built or leased and all that remains 
is to fit them out with plant and personnel in readiness for 
operation. 

Layout 

The services of an engineer will be in most cases indispensable, 
especially in the earlier stages of preparing the building to receive 
the plant necessary for production. The engineer has the technical 
knowledge which most executives lack, and until the main assembly 
is complete he should be on the spot constantly to direct and 
advise. There will be many factors associated with the installa- 
tion, such as noise, vibration, and so on, that will require special 
care when planning the layout of the production units where 
such plant is to operate. The floor will probably need to be 
reinforced to take heavy plant, and proximity to dwellings or 
other premises may require that special precautions be taken to 
mufile sound, minimise vibration, and direct fumes away from 
areas of danger. 

When planning the layout of any factory or works, the question 
ought to be asked: how long will the premises be adequate to 
care for a growing volume of production, in view of plans for 
expansion? The answer to this question depends upon whether 
the planning is intended for permanence, or only for a few years, 
until expansion demands more space for various operations. If 
the business is an established one it will probably be comparatively 
easy to plan the layout in a new factory, but where the market 
has not been tested over a fairly long period the task of laying 
down the factory plant will call for a considerable amount of 
foresight, so that unnecessary removals, as well as the disorganisa- 
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tion associated with establishing a new plant, may be reduced to 
a minimum. There is nothing quite so important as starting right 
—it means that all effort thereafter can be directed to perfecting 
production methods, without having to “make do” with a works 
layout that may be far from perfect. 

It is essential that there be a flow of work in one direction 
from prior to final processes, and thence to the warehouse or 
delivery department as the case may be. Accordingly, the primary 
survey of the space available will be concerned with determining 
the approximate location of production centres or units in relation 
to the natural advantages or disadvantages of the building. Light 
is an important factor in most factories, but in some sections it 
will be more essential to have good natural lighting than in others, 
where perhaps artificial illumination would suffice. 

As most concerns will need to watch expenditure fairly closely, 
it may in many cases be desirable to take advantage of existing 
facilities, such as electricity and water installations, rather than 
to incur additional expense by having new installations made in 
more suitable parts of the building. In every such case the 
probable tax on the efficiency of the factory by being “penny-wise” 
in this way should be estimated. Unfortunately, many conces- 
sions have to be made in the name of economy, and it may not 
be possible to secure the ideal layout, by reason of the necessity 
for keeping the expenditure down to a minimum. But in the 
preliminary draft of the set-up the financial implications ought to 
be ignored, so that the advantages of the several plans considered 
may be thoroughly weighed before the question of finance is 
allowed to influence judgment. 

A further point to consider is the desirability of reducing noise 
to a minimum, as this will be reflected in greater personnel 
efficiency due to the better nervous health of the operatives. Plant 
that produces a continuous clang or rattle, or any other of the 
noises which by frequent repetition become exceedingly irritating 
to those who are forced to work constantly in close proximity to 
the nuisance, should wherever possible be walled off by itself. 
A silent factory will invariably be found to be more efficient than 
one in which the roar of machinery drowns all other sound. 

Adequate provision should be made to fulfil local government 
requirements as to lavatories and other conveniences, and to 
provide the staff with suitable luncheon and recreation rooms, 
as well as lockers for clothing and personal effects. 

The factory offices should be situated conveniently, to provide 
ready access to all sections of the works, and to enable frequent 
consultation between supervisors and executives on the spot. 

When all these matters have been considered and a rough draft 
plan drawn up, the financial aspect of the proposed layout should 
be thoroughly discussed. If every suggested location of a machine 
or any other item of plant can be fully justified, it may be con- 
sidered desirable to incur greater expense than was contemplated 
at first, in order to ensure the achievement of the ideal; on the 
other hand, financial considerations may dictate changes which 
will probably have an effect on the general layout as well as on 
that of the unit involved. 
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Up-To-DATE MACHINERY 


Another noticeable feature of the modern factory is its readiness 
to discard machines which have become obsolete or have worn 
out, or for some other reason have ceased to render 100% efficient 
service. This is because it has been found that to continue to use 
such a machine imposes a tax on the business for two reasons: 
first, it slows up production; secondly, it removes the incentive 
to increase turnover and production which is provided by fast 
machines capable of handling a greater volume of work. There 
is no tax so heavy as that of unsuitable equipment. 

This leads to a further point that is worthy of mention here. 
A properly-kept Plant Register is absolutely essential. It should 
show the date of purchase of each item of plant, supplier’s name, 
price, duty, landing charges, installation expense, where installed 
in works, approximate life, rate and method of depreciation, and 
function, with provision by means of columns for the periodical 
adjustment of its value by writing off depreciation. The method 
of depreciation does not concern us, but it should be such that 
the value of the machines shall have been completely written off 
by the end of their effective life. 


PropuCcTION MANUAL 

The Production Manual will contain formulae, directions for 
various processes or operations, and any other information relative 
to the conduct of the factory work. The contents of the manual 
will vary greatly according to the type of business for which it 
is prepared. For example, in a factory producing identical goods 
year in and year out, the instructions contained in the manual 
will usually be fairly simple, though in many cases quite extensive. 
In connection with a concern producing goods of diverse types 
on direct orders, different considerations apply. In many instances 
it will be possible to standardise in certain parts, or up to a certain 
stage of manufacture, as in very many factories there will be 
some limit on the diversity of types of goods produced, or some 
common stage from which the production of the various articles 
may commence. All these matters will have a bearing on the 
contents of the manual. Its purpose, stated briefly, is to provide 
the factory or works administration with regulations, formulae, 
and any other information on which production and factory 
routine may be based. 

Lazsour REcorps 

Of first importance are the records kept of labour hours and 
costs for the various jobs or processes. Where job-costing is the 
system used, the labour will be accumulated until the particular 
job is finished, and in the case of process costs each batch of the 
several processes will absorb its appropriate labour charge. Neces- 
sarily, there must be a reliable record kept of the time on each 
operation, and of the identity and rates of remuneration of the 
employees engaged. Some sort of time-recording device will be 
in use in most factories, to be used by the staff when clocking 
on and off, and by an extension of the same system it may also 
be used to record the starting and finishing times on the various 
jobs. Whether mechanically or manually, detailed time sheets 
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should be written up, showing this information; preferably the 
record should be kept by the operatives themselves and checked 
by the supervisor. The daily time cards or sheets will show the 
time at quarter-hourly rests, usually, as this is sufficiently exact 
for most purposes, and each employee will be required to enter 
on his or her card full details of all work done to facilitate costing, 
showing clearly the time taken on each job, meal breaks, etc. 
These cards will then be passed through a recording system, 
which may be either manually or mechanically operated to accumu- 
late the labour hours and cost for each operation, or batch of 
work done. 
STAFF SELECTION AND TRAINING 
Hiring of employees may be entrusted to the factory manager 
or overseer, or it may be the duty of an individual, designated 
“Staff Superintendent,” to arrange all appointments to factory 
as well as to other departments of the enterprise. A great deal 
has been learned during recent years concerning the value of care- 
fully selecting and training the staff. The big departmental stores 
were probably the first in this field, but large industrial houses 
were not long in recognising the advantages, and where the staff 
is sufficiently large it will be found that a staff superintendent 
will usually be appointed. In every worth-while concern to-day, 
staff selection on a scientific basis, and staff training carefully 
and consistently carried out, are recognised as of first importance. 
Undoubtedly, the tendency in hiring employees is towards cen- 
tralisation; but the staff superintendent must be one who has 
proved his fitness for the work: to select just the right type for 
each bit of work required to be done. Where technical con- 
siderations count in deciding whether to employ certain applicants, 
or in deciding between applicants for a post, the head of the 
department concerned—in this case the factory—will be con- 
sulted and will personally interview the applicants to determine 
their fitness or otherwise for the position. 
When selecting staff, certain considerations should be weighed 
very carefully. Among these are: 
1. Special qualifications for the specific work applied for. 
2. The general bearing of the applicant; his tastes and 
preferences; his willingness to learn, etc. 
3. What degree of co-operation may be expected of him. 
It is evident that the successful selection of staff demands very 
high qualifications in the staff superintendent, who must be a 
keen judge of men and women, able to form accurate estimates 
of their ability, prsonality, character, etc., on the meagre evidence 
furnished by a brief interview. 


Points IN STAFF TRAINING 


On those aspects of staff training connected with the require- 
ments of a particular factory nothing can be said here, except 
that careful drilling before the individual commences his duties 
will do much to avoid expense and unpleasantness later. On the 
general question, however, there are many things to consider. 

The first is that the operative should learn to know his own 
job thoroughly. A scattered experience at first will be of no 
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value to the individual concerned and will probably result in 
expensive mistakes. The first essential, therefore, is: give the 
man a job to do, teach him how to do it, and make sure he 
thoroughly understands the routine and has had enough experience 
of it for the details to be firmly fixed in his mind before he is 
given other work. But, once instructed and experienced in one 
job, no opportunity should be lost of familiarising him with the 
entire range of the factory work. Needless to say, no such effort 
will be wasted on one who has shown himself incapable of making 
progress, by failing thoroughly to grasp what has already been 
shown him. In the majority of cases, however, if an employee 
knows he will be given the opportunity of extending his know- 
ledge and increasing his usefulness by learning the routine of 
other work, he may be depended upon to devote himself assiduously 
to his duties. The principle is that whenever an individual shows 
promise no time should be lost before trying him out on other 
work. In this way executives are made. 

This carries the further advantage, that experience of opera- 
tions other than those for which he is primarily responsible fits 
a man to fill a breach caused by sickness or temporary loss of a 
member of the staff owing to any cause. Also, his widening 
experience will help him to see how his own duties fit into the 
general scheme of operation, and this should make him more 
proficient in their discharge. The co-ordination of human effort 
so that the whole staff will work together harmoniously should 
be the great aim of the factory or works executive. 

Esprit de corps has its place in the modern factory as well as 
in the fighting forces or the great public schools. But it cannot 
be cultivated by the employees alone—the impulse must come 
from higher up. Certain steps should be taken by the executive 
in preparation for the cultivation of such a spirit. 

First, there should be a recognised system of remuneration, 
to avoid any suggestion of favouritism. It should be clearly under- 
stood by each member of the staff that only his own personal 
handicaps will hinder his advancement to the highest position 
the factory can provide. As regards actual payment for work 
done, the staff should be encouraged to observe reticence and 
not discuss their own or others’ remuneration with any other 
member of the staff. It is the concern of the individual worker, 
and his alone, what rate of pay he receives, and he should not 
boast or complain, and should refrain from enquiring into the 
rates paid to others. 


CLEAR DEFINITION OF DUTIES 


An essential element in personnel efficiency is the clear definition 
of the duties of each employee. If the individual’s experience in 
the service of the company has shown him the intimate inter- 
relation of the various sections of the production unit he will 
be in a better position to appreciate the limits of his own direct 
responsibilities. Rules one can appreciate are always easier to 
follow than those against which our reason rebels, and no effort 
should be spared in impressing on each and every employee the 
necessity for discovering for himself the manner in which the 
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various sections of the plant, and the entire personnel, are 
co-ordinated into a system by means of routine procedure. 

By far the best method, because of its appeal to the eye, is to 
prepare a chart of the factory productive operations showing how 
the work flows through from the store to the warehouse, entering 
the factory as crude materials and leaving it as manufactured 
goods. In such a chart the various operatives should be indicated 
by numbers, and if the chart is exhibited in a prominent place, 
no single member of the staff would have any excuse for ignorance, 
either of his own duties or of the manner in which his work con- 
tributes to the success of the whole. 


PAYMENT OF WAGES 


As mentioned above, it is desirable that safeguards be instituted 
in paying wages so that no individual will have an opportunity 
of ascertaining the earnings of any other, without inquisitive 
questioning, which should be discouraged among the staff them- 
selves. This matter should be dealt with further at this stage. 
It may be objected that this would defeat the legitimate desire 
of the workers to know whether they were being adequately paid. 
An effective answer is that the awards governing the industry 
are available for all to read, and any person who finds he is being 
underpaid knows what to do to secure redress. But beyond the 
award rate it is entirely in the discretion of the management to 
advance those members of the staff who show promise, while 
paying to the others the remuneration required by law. Properly 
viewed, this is really in the interests of the staff themselves. If 
the administration is unable to grant increases to selected workers, 
because it would immediately set the whole staff clamouring for 
equal treatment, there could be no recognition of good work, and 
consequently no economic inducement to achieve advancement. 
Consequently, in addition to training the staff to regard their 
wages as a personal matter, the actual payment of wages should 
be so carried out that those coming before or after will not be 
able to see what the other person receives. Preferably the money 
should be made up in envelopes bearing only the employee’s 
name, a slip of paper inside carrying full details showing how 
the net amount has been made up. 

The important principle is that it is not enough to repay good 
service with a pat on the back. The worker has financial responsi- 
bilities and is ambitious to get on, and promises are shifting 
sand on which to build the structure of mutual respect and sound 
co-operation which are at the bottom of all successful staff work. 
The worker needs the tangible evidence provided by a better- 
filled pay envelope, if he is expected to believe that his employer 
regards him highly. Verbal encouragement will keep him going 
for a while, but he will soon begin to wonder whether, after all, 
he is properly appreciated unless the praise of the manager of 
foreman is backed up by solid cash. Each good worker is an 
investment, and must be paid for as such. The size of the weekly 
pay is the standard by which a man judges his progress, and if 
he serves his employer well he is entitled to look for increased 
remuneration within reason. 
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Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 





ADVANCEMENT IN LIFE 


Advance to Student Beneficiary for Sea Voyage to Facilitate 
Convalescence after Iliness 


A testator empowered his trustees to make advances out of 
capital for “the education or advancement in life” of his son. The 
health of the son, who was engaged in accountancy studies, broke 
down and it became imperative, in order that he might be able 
to continue his studies, that he should take a sea voyage. The 
Victorian Supreme Court held that the power to make provision 
for the son’s “advancement in life” entitled the trustees, in the 
circumstances, to advance out of capital a sum sufficient to defray 
the expenses of the voyage. In re Dick; Dick v. Dick [1940] 
V.L.R. 166. 





RIGHT OF A CREDITOR OF A COMPANY TO ORDER FOR WINDING-UP 


In the August, 1939, issue of The Australian Accountant, a 
decision of the Chief Judge in Equity of New South Wales was 
reported (re Automatic Bread Baking Co. Ltd.). The judgment 
dealt with the question whether a judgment creditor has a right 
to a compulsory winding-up order ex debito justitiae, and was to 
the effect that he was not so entitled. 

The question has recently been decided by the English Courts 
(re James Milward & Co. Ltd. [1940] 1 All E.R. 347). The 
lower court there decided in the same terms as the learned Judge 
in New South Wales, but upon appeal it was held that by S. 255 
of the English Companies Act, 1929 (cf. New South Wales Act, 
S. 288; Victorian Act, S. 255; Queensland Act, S. 260; South 
Australian Act, S. 271; Tasmanian Act, S. 199; Western Aus- 
tralian Act, S. 150), the burden of proof on the judgment creditor 
was removed, and that the creditor is entitled ex debito justitiae 
to an order; that the creditor “has not to prove any further facts 
than that he has obtained his judgment debt, that his debt has not 
been satisfied, and that he desires compulsory winding-up.” 





APPEAL AGAINST ASSESSMENT OF Duty By COLLECTOR OF 
IMPoOsTS 

The Victorian Full Court has held that a person dissatisfied 
with an assessment by the Collector of Imposts under S. 32 of 
the Victorian Stamps Act, 1928, cannot appeal against such 
assessment otherwise than by case stated pursuant to S. 33 of 
that Act. 

Upon an appeal by case stated pursuant to S. 33 the appellant 
is not entitled to adduce evidence to add to or contradict what 
is set forth in the case and the Collector of Imposts is not entitled 
to adduce evidence to add to, vary or support what is set forth 
therein. Cuming Campbell Investments Pty. Ltd. v. Collector of 
Imposts [1940] V.L.R. 153. 

E 
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DAMAGES FOR DELAY IN TRANSIT OF MACHINERY 


The plaintiff company secured a contract in November, 1937, 
to level the site of a new aerodrome in Guernsey. For the per- 
forming of such work it was necessary to remove a tractor and a 
scraper from a site at Doncaster to the site in Guernsey. The 
defendants contracted to collect the machine at Doncaster on 
November 10, 1937, and to transport it to Guernsey, where it 
should have arrived on the morning of November 15. The 
defendants failed to carry out this contract as arranged, and the 
machine did not reach Guernsey until November 22. The result 
was that the machine was kept idle at Doncaster for a week. 
The machine had been procured from America at a cost of 
£4,500, and, at the time of the above events, there were only very 
few such machines in England. The plaintiffs claimed damages 
in respect of the machine being kept idle, and the defendants 
contended that they were entitled only to nominal damages and 
interest on the cost of the machine and overhead charges. There 
was no evidence that the machine’s special work would have been 
accomplished any earlier had it not been a week late in arriving or 
that there had been any loss of profit. 

The English Court of Appeal held that the machine was a 
chattel of commercial value and there were four possible heads of 
damage: (i) depreciation, (ii) interest on money invested, (iii) 
cost of maintenance, and (iv) expenditure of wages thrown away. 
£20 was awarded for depreciation and £10 for interest, main- 
tenance and wages. B. Sunley & Co. Ltd. v. Cunard White Star 
Ltd. [1940] 2 All E.R. 97. 





CLAIM FOR INFRINGEMENT OF COPYRIGHT 


The appellants, who carried on business in England as pub- 
lishers of band music, were the owners of the sole right of per- 
forming in public within Australia a large number of musical 
works arranged for brass and military bands. They published 
every year a pamphlet containing a statement of the terms or 
prices for purchase of their music. The pamphlet also contained 
statements saying, inter alia :— 

“We have paid for the performing rights of every piece we 
issue.” 

“All our music is free for public performance.” 

“We make one price cover both the music and the performing 
rights thereof.” 

The respondents, the Australian Broadcasting Commission, 
broadcast some of the appellants’ music played by bands who, 
or the members of whom, had purchased the pieces on the terms 
set out in the appellants’ pamphlets. The appellants alleged 
infringement of their copyrights contending that the licence given 
by the statements in the pamphlets did not extend to a broad- 
casting performance. The Privy Council held that the licence or 
consent given in the pamphlets included broadcasting by bands, 
and there was no infringement. Mellor and others v. Australian 
Broadcasting Commission [1940] 2 All E.R. 20. 
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The Protection of Bankers under the 
Commonwealth Bankruptcy Act 


By N. S. Youn, A.1.c.a. 


When a person commits an act of bankruptcy it is prima facie 
evidence that he is insolvent. For a description of the various 
acts of bankruptcy which can be committed, reference should be 
made to S. 52 of the Bankruptcy Act. An act of bankruptcy, 
however, has a deeper significance, for it may, depending on 
subsequent events, be the commencing point for the operation of 
the important doctrine of relation back contained in S. 90 of the 
Bankruptcy Act. 

A bankruptcy is deemed to commence at the time when the 
act of bankruptcy, on which the petition was founded, was com- 
mitted, but, if it is proved that the bankrupt has committed 
more than one act of bankruptcy, the commencement of the 
bankruptcy is related back to the time when the first of these 
acts of bankruptcy was committed during the period of six 
months immediately preceding the date of the presentation of 
the bankruptcy petition. The practical importance of the com- 
mencement of the bankruptcy being related back in this way can 
be understood when it is recognised that the trustee’s title to 
the bankrupt’s property relates back to the commencing point of 
each individual bankruptcy. 

This doctrine produces a peculiar result in as much as it means 
in law that the whole of the bankrupt’s property in existence at 
the date when the bankruptcy is thus artificially deemed to have 
commenced is vested in the trustee subsequently appointed. As 
the period of relation back may extend to six months, it is obvious 
that to do justice certain exceptions to the doctrine must exist. 
Otherwise, transactions between the bankrupt and innocent third 
parties would be caught by the rule, and these third parties, if 
there were no exceptions to the rule, would be liable to refund 
what they had received, notwithstanding that they had no notice 
of any act of bankruptcy, or of a petition having been presented, 
and that they had given consideration for what they had received. 

In this article it is proposed to investigate the degree to which 
bankers have been given statutory immunity for the consequences 
of the doctrine of relation back in their dealings with customers 
who are subsequently declared bankrupt. 

Before examining the various provisions of the Act, which 
may be relied upon to give protection, it is appropriate to consider 
the general principles which the Courts have laid down as the 
criterion of proper conduct in dealing with a person who is 
insolvent. Knowledge that a person has committed an act of 
bankruptcy should generally operate as a warning that care must 
be exercised in having business transactions with such a person. 

When a man is insolvent he has no business to take upon himself to 
decide whether his business is or is not to be sold or whether his business 
is or is not to be carried on. When he is insolvent he really is carrying 


on his business at the risk and expense of his creditors. . . . A man, 
therefore, is not justified in going on, or in selling, or, in fact, taking 
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any step at a time when he is insolvent without the concurrence of the 
creditors, who have to bear the burden if that step turns out to be a dis- 
astrous one. 
Per Cane J., in re Freeman ((1890), 7 Mor. 38). 

The same principle was referred to by Buckley L.J., in Re 
A Debtor (1912), 2 K.B., at p. 541, when he is thus reported: 


I desire to add that it is a principle of the law of bankruptcy that if a 
man be insolvent it is desirable that at the earliest possible moment 
means shall be available to protect his assets for the benefit of all his 
creditors. 

As a safe working rule it can be said that where a creditor 
or any other person having dealings with a debtor learns that the 
debtor has committed an act of bankruptcy he acquires informa- 
tion which is at once useful and dangerous; useful if he takes 
proper steps to protect himself in any subsequent business dealings, 
dangerous if he does not. 

The doctrine of relation back in one sense may be regarded as 
statutory expression of the policy referred to above, of inducing 
an insolvent debtor in his own and in the interests of his creditors 
generally, to have his affairs administered under the Bankruptcy 
Act with a minimum of delay. 

A banker, depending upon whether his customer’s account is 
in credit or overdrawn, will be either a debtor or a creditor of 
the customer. 

The precise financial relationship, at any given time between 
banker and customer, will depend upon the arrangements made 
in any particular case but, broadly speaking for the purpose of 
this enquiry, a distinction can be drawn between customers whose 
accounts are consistently in credit with no power to overdraw, 
and customers whose accounts are overdrawn irrespective of 
whether they are secured or not. 

A banker may acquire knowledge that his customer has com- 
mitted an act of bankruptcy in a variety of ways and he may even 
be a party to a transaction with his customer, which is an act of 
bankruptcy, namely, by obtaining additional securities to cover an 
antecedent debt or obtaining a payment in reduction thereof with 
the knowledge that there are other creditors, and that the effect 
of the transaction is to give the bank a preference (See S. 95 
and S. 52 (c)). 

The decisive factor in regulating a banker’s course of action, 
after he has knowledge that his customer has committed an act 
of bankruptcy, is the determination of the question of whether 
it can be said that a banker acts bona fide in having further dealings 
with the customer until six months have elapsed. 

As has been pointed out above, knowledge that a debtor has 
committed an act of bankruptcy is a warning that such a person 
may become a bankrupt and that his trustee, under the doctrine 
of relation back, may be entitled to the whole of the bankrupt’s 
property as from the date of the commission of the act of 
bankruptcy of which the other party has notice. 

During the six months succeeding the commission of an act 
of bankruptcy the debtor “is something less than a mere trustee 
of his assets for the creditors. . . . Until commission of the acts 
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of bankruptcy, the debtor was the beneficial owner of whatever 
assets he possessed but, by the act of bankruptcy his title, to be 
regarded as such beneficial owner, is no longer absolute but is 
contingent on no bankruptcy petition being preferred within six 
months,” per Fletcher Moulton L.J., in Ponsford Baker & Co. 
v. Union of London and Smith’s Bank Limited (1906), 2 Ch., at 
p. 452. 

As S. 90 stands, it would appear to be very difficult for a 
person, knowing that a debtor has committed an act of bankruptcy, 
to plead bona fide in relation to subsequent transactions having in 
mind the manner in which S. 90 operates and the principles of 
interpretation which the Courts have laid down. 

It is submitted that a banker runs definite risks, if, after 
knowledge of an act of bankruptcy, he honours a customer’s 
cheques drawn against a credit balance in the customer’s account. 
This credit balance theoretically belongs to the debtor’s pros- 
pective trustee in bankruptcy. 

Should the debtor pay any further moneys into the account it 
is submitted that these also should be frozen for a period of six 
months. If the debtor takes action to require payment the money 
could be paid into Court. With regard to an overdrawn account, 
the same principles would apply, namely, that any deposits made 
by the customer should not be made available for the purpose of 
withdrawals, even if such withdrawals are within the agreed 
overdraft limit. If the customer wishes to close the account 
and take away his securities the bank should refuse to deliver 
them for a period of six months. 

The foregoing views are inconsistent with those expressed by 
the learned author of McDonald Henry and Meek Australian 
Bankruptcy Law and Practice (Second Edition), at p. 354, when, 
in dealing with the interpretation of S. 97 of the Bankruptcy 
Act, he states: 

It would seem that a bank, notwithstanding notice of an act of bankruptcy 
on the part of its customer, may safely honour his cheques or hand back 
to him the securities lodged by him to cover an overdraft. If, however, 
it has notice of the presentation of a bankruptcy petition, the bank, not- 
omgaaae S. 97, may not perhaps be justified in honouring the customer’s 
cheques. 

The words “in good faith” as used in this section seem to connote, not 
the good faith of a banker who believes his customer to be solvent, nor 
good faith towards the customer, but good faith towards the customer’s 
creditors. If, therefore, the bank has notice of the presentation of a 
bankruptcy petition against its customer, it is doubtful whether it can, in 
honouring the customer’s cheques before the petition is disposed of, be 
regarded as acting in “good faith.” 

Can it be sately said, however, that a banker in honouring a 
customer’s cheques, etc., acts “in good faith towards the cus- 
tomer’s creditors” after knowing that he has committed an act 
of bankruptcy? 

The sections in the Bankruptcy Act which are designed to 
give protection in respect of certain defined transactions against 
the operation of the doctrine of relation back are 96, 96A, 96B 
and 97, 

Immunity is granted under S. 96 only if the person having the 
transaction with the debtor— 
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(a) Did not have notice of an available act of bankruptcy com- 
mitted by the debtor, or 

(b) notice of the presentation of a petition, and 

(c) that the transaction was in good faith and in the ordinary 
course of business. 


This section, therefore, cannot protect a banker who has 
knowledge of an act of bankruptcy. 

S. 96A gives validity to payments of money and delivery of 
property made to a bankrupt prior to the sequestration order, but 
the person making the payment or delivery gets a good discharge 
only if the payment or delivery is made— 

(a) before the actual date on which the sequestration order is 

made, and 

(b) without notice of the presentation of a bankruptcy petition, 

and 

(c) is either pursuant to the ordinary course of business, or 

(d) is otherwise bena fide. 


The section protects “a payment of money or delivery of 
property to a person against whom a sequestration order is subse- 
quently made or to a person claiming by assignment from him.” 
A banker, in honouring a customer’s cheques payable to the order 
of a third party, would not be making a payment of money to 
the debtor or to a person claiming by assignment from him, as a 
cheque is not an assignment. At best, therefore, if S. 96A does 
apply to bankers, the protection is limited to payments made to 
the debtor himself or property delivered to the debtor himself or 
an assignee. But the transaction must be in the ordinary course 
of business or otherwise bona fide. The expression “the ordinary 
course of business” has been defined by the High Court (Gavan 
Duffy C.J. and Starke J. in Re Robertson v. Grigg (1932) 47 
C.L.R. 257) as being “a fair transaction and what a man might 
do without having any bankruptcy in view.” Could a banker 
satisfy this test if he knew that his customer has committed an 
act of bankruptcy? It must be considered doubtful, and the 
omission of the reference in S. 96A to notice of an act of bank- 
ruptcy which appeared in S. 96 does not appear to advance the 
protection to any appreciable degree. Williams, on Bankruptcy, 
15th Ed., p. 232, in referring to S. 46 of the English Act, corre- 
sponding with our S. 96A, says: 

Presumably payment to the debtor after notice of an available act of 
bankruptcy is not, generally speaking, in the usual course of business or 
otherwise bona fide. 

S. 96B is designed to protect persons making title in good faith 
and for valuable consideration through or under a creditor of 
the bankrupt, and this section, therefore, is not in point. It is 
probable that S. 97, the marginal note to which reads “protection 
to bankers,” was specifically inserted in the Bankruptcy Act to 
give greater protection to bankers, and it may be that it is to 
this section only that bankers can look for protection. There is 
no counterpart of this section in the English Bankruptcy Law. 
S. 97 reads as follows: 
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Any payment of money or delivery of any security or negotiable 
instrument made to or by the order or direction of a debtor by his banker 
in good faith before the making, or without negligence on the part of the 
banker after the making, of the order of sequestration made against the 
debtor shall be valid as against the trustee. 


It is to be observed that the banker acquires protection if, in 
making the payment or delivering a security, he acts in good 
faith, prior to the making of the sequestration order, and without 
negligence, after the making of the sequestration order. 

Can it be said that a banker acts in good faith if he has know- 
ledge of an act of bankruptcy? In Docker’s case (10 A.B.C. 198) 
a bank was unsuccessful in claiming protection, but in that case 
the bank’s knowledge of an act of bankruptcy was acquired through 
the bank having, itself, been a party to a S. 95 preference. The 
bank also, in that case, had an intimate knowledge of the debtor’s 
affairs and was clearly aware that it was obtaining an advantage 
over the other creditors. However, it is submitted that the degree 
of a person’s knowledge of the debtor’s affairs is relatively 
unimportant once it can be shown that the creditor or person 
dealing with the debtor has, in fact, notice of an act of bank- 
ruptcy. Bona fides might certainly be established if the banker 
can prove that upon enquiries made at the time he was satisfied 
as to the solvency of his customer. But this is not easy when 
one applies the standard of solvency indicated by Isaacs J. in 
Bank of Australasia v. Hall (1907) 4 C.L.R. 1514, viz.: 


That the debtor must at the time in question have had sufficient cash in 
hand, or been able to obtain, by sale of his available assets command of 
sufficient money to satisfy all debts that were anticipated to fall due and 
become ascertained in the reasonably immediate future. 

In Docker’s case, the bank had to refund some £220,000 paid 
by Docker to the credit of his account during the period of 
relation back (these deposits, by subsequent proceedings, were 
claimed by the trustee as his property, the bank having know- 
ledge that it should hold moneys so received in case a trustee 
was subsequently appointed) and, as an off-set, was entitled to 
prove against Docker’s estate for moneys advanced to Docker 
during this period; these advances taking the form of debits to 
the account in respect of cheques drawn by Docker on the bank. 
In the net result, it is understood that the bank lost some £25,000 
to £30,000. 

Where a customer is an undischarged bankrupt and this fact 
becomes known to a banker his duty is defined in S. 98 (8). 

It is freely acknowledged that the views submitted herein with 
respect to a banker’s responsibilities once he has knowledge that 
a customer has committed an act of bankruptcy are largely specu- 
lative owing to the fact that very little judicial consideration has 
been given to the sections discussed. On the other hand there 
can be no doubt that much more effective protection to bankers 
and the trading community generally from the consequences of 
the doctrine of relation back would be supplied if S. 90 itself 
were thoroughly overhauled by a draftsman having a knowledge 
of existing business conditions and practices. 
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The Search for Accounting Principles 
By A. A. FitzGERALD 


The search for principles of accounting continues. Hard upon 
the heels of the review of Mr. Gilman’s Accounting Concepts of 
Profit, which appeared in the May, 1940, issue of The Australian 
Accountant, comes an important monograph published by the 
American Accounting Association under the title An Introduction 
to Corporate Accounting Standards.1 The authors are Professors 
W. A. Paton and A. C. Littleton, names well known to all students 
of modern accounting literature, and the American Institute of 
Accountants is co-operating with the American Accounting 
Association in the distribution of the monograph, because it 
believes that the work is “a valuable contribution to the discussion 
of the important subject of accounting principles.” 

It is significant that the authors have used the term standards 
in place of principles. They conceive accounting theory to be 
“a coherent, co-ordinated, consistent body of doctrine which may 
be compactly expressed in the form of standards if desired.” A 
doctrine is what is taught, a standard is something which serves 
as a basis of comparison or which is recognised as a model for 
imitation. Thus, though the monograph is an attempt to outline 
the basic theory underlying the Tentative Statement of Accounting 
Principles published by the Association in 1936, the substitution 
of standards for principles indicates a definite change in outlook. 
The authors themselves direct attention to their preference for 
the term “standards.” 

The term “standards” is used advisedly. “Principles” would generally 
suggest a universality and degree of permanence which cannot exist in a 
human-service institution such as accounting. In this monograph, accord- 
ingly, the term “principles” is used sparingly and the idea of useful standards 
is emphasised. 

And they are at pains to avoid any misunderstanding of the 
sense in which they use the expression “standards” and any con- 
fusion between accounting standards and standardised accounting. 

The latter phrase suggests prescribed procedures and limited freedom to 
vary therefrom: it implies a restraint upon the exercise of judgment in 
appraising a situation: it tends to confine the latitude allowed in construct- 
ing financial statements to the narrow limits of a pre-conceived pattern. 

Although accounting standards are not in themselves procedures, they 
point toward accounting procedures, that is, toward rules which cover the 
details of specific situations. Rules of procedure are authoritative in nature. 
They inspire conformity; they direct performance; they deal with details 
and the choice of alternative methods. . . . 

It should be possible to state accounting standards in such a way that 
they will be useful guides to procedures over a wide area of application. 
Whereas rules would be made to afford a basis for conformity, standards 
are conceived as gauges by which to measure departures, when and if 
departure is necessary and clearly justifiable. Standards, therefore, should 
not prescribe procedures or rigidly confine practices; rather, standards 
should serve as guideposts to the best in accounting reports. To serve their 
purpose most effectively, standards will need to be expressive of the best 
type of deliberately chosen policies; such standards, therefore, would be 


1. An Introduction to Corporate Accounting Standards, W. A. Paton and A. C. Littleton; 
American Accounting Association; Chicago, January, 1940. Pp. xii + 156. Price, $1.0 
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the ones which could be accepted by business men generally as pointing the 
way to good accounting practices. 













































I like the analogy of the sign post. To point the way is not 
to circumscribe. To set a standard is not to lay down an inflexible 


se ae Gael) 


7m rule. And it would certainly be “fruitless to attempt a codification 
of | of rules and absurd to expect the conformity of all types of enter- 
i (4 prise to the same methods if a codification of rules were attempted.” 
ne Rules applicable to one enterprise may be unsuitable for use in 
on another carried on in different circumstances. Moreover, con- 
os ventional practices and forms have their places in accounting, even 
ts though they may not always be consistent with accounting “prin- 
of jy ciples.” Practices to which managers and shareholders have 
ng | become accustomed change slowly, and rightly so, for the sudden 
it @ scrapping of an established custom or a familiar form may 
on materially detract from the intelligibility of accounting statements. 
And, after all, the presentation of accounting data in an intelligible 
ds form is the prime function of accounting. 
be The authors are concerned with the expression of a body of 


accounting doctrine in the form of standards. But though they 
A deal with doctrine, they are far from being doctrinaire. Their 
subject is one which has had close attention for a very few years 


“0 only ; they recognise “the lack of finality in what has been written,” 
ne 4 and they “welcome additional criticism in the interest of the 
ng further perfection of the art of keeping accounts and reporting 
on 9 Upon them.” 
ok. The growing degree of attention which the subject of account- 
‘or || ing standards is receiving in America, and the fact that generally 
acceptable standards are not yet in sight, are evidenced by the 
tty selected references to articles, reports and addresses on the 
, a 4 subject which are given in an appendix. There are more than a 


rd- | hundred of these references, the dates of which extend from 1929 
rds J to June, 1939, though by far the greater part of them have 
appeared since 1936. 


the The book contains seven chapters, the first two of which are 
m- | devoted to a consideration of the nature of accounting standards 
ng. | and the basic concepts or assumptions of accounting. 

to These basic concepts are 

in ia . . 

ate (i) The concept of the separate entity of a business enter- 


prise, by which “revenues and costs are defined in terms 
of changes in enterprise assets rather than as increases or 


ure. decreases in proprietorship.” 

ails (ii) The concept of the continuity of life of the enterprise. 
hat Accounting reports therefore are provisional in character, 
on, they are prepared on the assumption that the enterprise is 
urds a “going concern,” and the “facts” they disclose are sub- 


ject always to the course of future events. 


rds (iii) Accounting facts are expressed in quantitative terms, but 
heir accounting does not deal with “values.” Its subject-matter 
.~ is price-aggregates resulting from exchanges. Costs, assets, 

revenues, liabilities, investments, surpluses are various 
ton; 


aspects of this subject-matter. 
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(iv) The concept that “costs can be marshalled into new groups 
that possess real significance,” that is to say, they can be 
“assembled by operating divisions, product parts or time 
intervals as if they had the power, like their physical 
counterparts, of cohering in groups.” 

(v) “The principal concern of accounting is the periodic match- 
ing of costs and revenues as a test-reading by which to 
gauge the effect of the efforts expended.” 


The remaining chapters deal, against this background of account- 
ing concepts, with the accounting standards relating to Cost, 
Revenue, Income, Surplus and Interpretation. The treatment is 
scholarly, undisfigured by that over-use of technical jargon which 
so often mars accounting texts, and, above all, distinguished by 
sound common sense, which marks the authors as men of practical 
experience as well as exceptionally skilled exponents of account- 
ing theory. It is, moreover, enlivened throughout by flashes of 
apt phraseology, which display a deep insight into the heart of 
accounting problems which have long been hotly debated. For 
example, what could be more apt or practical than the authors’ 
comment on the time-honoured question of interest as a cost? 


“|. From the strictly proprietary standpoint, interest represents a 
payment for a definite service—the use of funds furnished by bondholders 
and other preferential, contractual investors. This position conforms to 
that adopted in income tax administration, in which interest is treated as 
an allowable deduction in the computation of taxable net. It is also in 
harmony with the generally accepted opinion to the effect that interest 
during organisation and construction, to the extent actually paid or accrued, 
should be capitalised. 

“From the point of view of the enterprise as an economic entity and a 
centre of managerial activity, on the other hand, treatment of interest as 
a charge analogous to operating costs such as labour and materials is 
objectionable. . . . Interest charges, from this standpoint, are not operating 
costs but represent a distribution of income, somewhat akin to dividends.” 


Or what could be more incisive than the view of the 
purpose of accounting for depreciation that it “has no direct rela- 
tion to the problem of replacement: recognising depreciation is a 
technical process of assigning costs to revenues, not a financial 
process of accumulating funds.” 

The problem of the recognition of revenue is squarely faced. 

Revenue is earned by the entire process of operation, by the totality of 
business effort; revenue is realised by conversion of product into cash or 
other valid assets. 


Yet— 

For the great majority of business enterprises the sale basis of measuring 
revenue clearly meets the requirements of accounting standards more 
effectively than any other possible basis. 

How is the accepted or standard practice of recognising revenue 
at the point of sale to be reconciled with the fact that a sale is 
not a realisation in the sense of conversion of the product into 
cash? Failure to realise in this sense may arise from the subse- 
quent return of the product which has been sold, or from bad 
debts. Logically, the two causes should be dealt with in similar 
manner—that is, by calculating the amount of recognised revenue 
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which experience (or presumably detailed scrutiny of the accounts 
receivable) indicates is not collectible, and adjusting the total 
revenue accordingly. Thus provision for doubtful debts would 
become a deduction from gross revenue, rather than an item in 
the expense section of the income statement, though the latter 
treatment is not entirely ruled out as an acceptable alternative. 

The special case of the long-term contract, in which it may be 
desirable to recognise revenue before the sale takes place is seen 
as one of those cases in which variation from standard practice 
is permissible because of peculiar circumstances—an excellent 
illustration of the nature and use of accounting standards and of 
the difference between standards and rigid rules. 

A choice example of the unconventional but apt phrases scat- 
tered throughout the book is the application to accounts receivable 
of the description “cash in process.” The analogy between accounts 
receivable and material in process so succinctly drawn throws a 
great deal of light on the difficult (and generally neglected) 
problem of asset classification.” 

Finally, as an indication of the underlying note of practicality, 
the following comment on the use and abuse of ratios in accounting 
analyses is convincing. The word of warning is well timed, in 
view of the extravagant claims that have sometimes been made 
for ratio analysis: 

The use of “ratios” has often been referred to as a special mode of 
statement analysis. Ratios represent relationships, and relationships are 
often more significant than the component elements taken individually. It 
should be remembered, however, that there is no virtue in computing 
ratios as such; the great majority of the possible ratios which may be 
derived from the data of financial reports are entirely lacking in signifi- 
cance. Ratios are of little use, moreover, unless ratio standards are avail- 
able as a basis for judgment, and this is seldom the case. In some quarters, 
coe doubt, the ratio approach to interpretation has been greatly over- 
worked. 


The American Accounting Association is doing a great job for 
the accounting profession. Any thoughtful accountant who reads 
this volume must agree with the American Institute that it is an 
important contribution to the study of an important accounting 
subject. Accountants throughout the English-speaking world 
should be grateful to the authors, particularly since the publica- 
tion is available at a very low cost, the authors having waived 
their rights to royalties. 


2. Compare Gilman, Accounting Concepts of Profit: in which assets are dassified as 
Cash, Deferred Charges to Cash, and Deferred Charges to Future Income. 
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National Security (Capital Issues) Regulations 


Important amendments to the National Security (Capital 
Issues) Regulations were dealt with in the May, 1940, issue of 
the Journal. Further amending regulations, dated May 8, 1940, 
and published in the Commonwealth Gazette of May 9, 1940, 
have been made. A new regulation, No. 17, has been added to 
the existing regulations and provides :— 

(1) Nothing in these Regulations shall have the effect of invalidating 
any mortgage or charge entered into in contravention of these Regulations 
where the amount of the mortgage or charge does not exceed Five thousand 
pounds and— . 

(a) the instrument (if any) of mortgage or charge contains a declaration 

by the mortgagor or chargor, or 

(b) if there is no such instrument, the mortgagor or chargor, at the time 

he gives the mortgage or charge, delivers to the mortgagee or 
chargee a statutory declaration, 
containing statements from which it appears that the consent of the 
Treasurer to the mortgage or charge is not required. 

(2) A person shall not make, in any declaration or statutory declaration 
aan under the last preceding sub-regulation, any statement which is false 
or misleading in any particular. 

(3) Where any mortgage or charge the amount of which did not exceed 
Five thousand pounds, was, prior to the commencement of this regulation, 
entered into in contravention of these Regulations, the mortgage or charge 
shall have the same force and effect as if it had not been entered into 
in contravention of these Regulations. 


The above regulations took effect as from May 15, 1940. 

Order of Exemption—Pursuant to the power conferred by 
Regulation 14, the Commonwealth Treasurer, by order dated 
May 8, 1940, exempted from the application of Regulation 7 
(Securities, etc., not to be issued without consent) every mortgage 
or charge arising by reason of an advance made under any 
instrument of mortgage or charge, executed on or before the 
twenty-ninth day of March, 1940, which contains provision for 
the making of further advances, provided that :— 

(a) each further advance is in respect of — 


(i) goods supplied by the mortgagee or chargee to the 
mortgagor or chargor and required by the mortgagor 
or chargor to carry on his ordinary business ; 

(ii) rent owing by the mortgagor or chargor to the 
mortgagee or chargee; or 

(iii) rent, rates, taxes, insurance premiums and _ licence 
fees paid by the mortgagee or chargee on behalf of 
the mortgagor or chargor; and 

(b) the rate of interest in respect of the further advances 
does not exceed the rate of interest payable in respect of 
the moneys secured by the mortgage or charge on March 

29, 1940. 
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Correspondence 


LEGAL RECOGNITION OF ACCOUNTANTS 


The Editor 


Sir,—In the May, 1937, issue of your Journal, there was 
published particulars of a letter received from the Incorporated 
Law Institute of New South Wales, which letter, it appeared to 
me, was a “warning” designed to direct the attention of 
Accountants, to the penalties they would incur, if, among other 
things, . . . im expectation of any fee or reward, directly or 
indirectly, they were to draw, fill up or prepare any .. . instrument 
creating or regulating rights between parties . . . Further reference 
to this letter mentioned that the drawing of Memoranda and 
Articles of Association and the preparation or registration of 


® any Resolution, such as would be necessitated in the change-over 


of a company from a Public to a Proprietary one, would fall under 
the provisions of the Legal Practitioners Act, to which the letter 
referred. 

As a Solicitor would customarily be employed in connection 
with such matters as the formation of a new company, or the 
changing of the constitution of an existing one, the majority of 
clients would not expect the Accountant to undertake any work 
in this regard, which might properly be performed by the Solicitor. 

However, the nature of my business causes me to fill up, and 
in many cases to draw, for my clients, instruments which create 
and regulate rights in personal property as between parties. 
Although this is done only in connection with share transfers, it 
would seem that by so doing, I am violating the provisions of the 
Act, to which reference has been made above. 

Another considerable part of my business is concerned with 
taxation. When preparing Returns, attending to Assessments, 
and in the conduct of this branch of my work, generally, it 
becomes necessary, from time to time, for me to advise my 
clients as to their obligations and rights under the various taxing 
acts. This necessitates a knowledge of Taxation Law, and I 
must of necessity, when consulted by a client, in regard to taxation, 
represent myself as competent and qualified to act as his adviser 
on such matters, which representation, naturally, implies com- 
petency in the legal, as well as in the accountancy aspects of the 
subject. By doing this I retain my client, but I render myself 
liable under Sub. Sec. 2, of Sec. 40B of the Legal Practitioners 
Act, part 6. 

As there does not appear to be any record of a New South 
Wales Accountant having been prosecuted for advising on 
Taxation (where questions of law and the interpretation of Acts 
were concerned) many Accountants seem to think that they 
violate no law by so doing. If, in such cases, there be no 
contravention of the said Act, an authoritative statement by the 
Institute, to that effect, would be welcomed. If, on the other 
hand, accountants, who perform similar work to myself, render 
themselves liable to prosecution, then does it not seem, that to 
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an extent at least, we carry on practice by the grace of the 
Legal Profession? 

Is it not time that Public Accountants obtained for themselves 
some definite and recognized place in our commercial and legal 
structure? 

The Accounting Profession as such, has no statutory recognition 
and will always labour under a disability while that is so. Under 
existing conditions, should an Accountant wish to carry on 
unethical practices to further his own business interests, even at 
the expense of the ethical practitioner, he has only to place 
himself outside the control of an Institute, and no Authority has 
power to restrict his activities so long as those activities are not 
actually criminal in character. 

For many years now, the Legal and Medical Professions have 
had recognition under statute. During a later period, Dentists, 
Architects, Veterinary Surgeons and others have obtained regis- 
tration as professional bodies. It is understood, also, that N.S.W. 
land agents have prepared a Bill to provide for their registration. 

In another sphere, we find that auctioneers, by virtue of their 
statutory obligation to be licensed, have their rights and obligations 
defined. Also the plumber, although often ridiculed in humorous 
sketches, has been bright enough to obtain recognition of his 
trade, and as a result he enjoys distinct advantages. At the same 
time, the public who have occasion to engage a plumber, appear 
to be better served than in the days of the itinerant tinker. 

The tendency to-day is for professions and trades to safeguard 
their place in the scheme of things by Governmental recognition. 
If they do not, very little room may be left for them. 

Not only does the Public Accountant stand apart, in that che 
profession of Public Accounting has no statutory recognition 
as such, but he often exults in the fact that he is unlike .others. 
Maybe he is like one other—that proud mother, who, wate!’ »g 
the march of the A.I.F., was overjoyed to observe that her un 
was the only one in six thousand to be in step. 

It is felt in some quarters, that because of rapidly changing 
conditions, which the hand of the Accountant cannot stay, 
registration under some statutory scheme cannot now be long 
delayed ; but the sooner it is brought about the better. 

In that regard, although some time ago the Board of Trade, in 
England, recommended otherwise, there is now, or there was, a 
strong movement afoot in Britain for Governmental recognition. 
The past tense is used in the foregoing sentence, because the war 
has intervened. A letter from one, prominent in the movement 
in England, mentions that the campaign which was about to start, 
when war commenced, has been suspended for the “duration.” 
The letter goes on to say, “Perhaps in Australia, where the 
physical and economic consequences of war may not be s0 
immediate or dislocating, you may be able to push ahead with 
this much-needed reform, in which case it will be our privilege 
when the time is opportune, to follow along the path which you 
might open for us.” 

Your faithfully, 
“TASHI-LA.” 
Sydney, February 6, 1940. 
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THE AUSTRALIAN ACCOUNTANT 


BALANCE SHEETS ANCIENT AND MOopDERN 
The Editor 


Sir,—A holiday gave me the opportunity of catching up with 
some back reading, and I write to express appreciation of the 
thought-provoking article in your March issue, by C. A. E. 
Sullivan, F.1.c.A—‘Balance Sheets—Ancient and Modern.” 

All accountants will agree with Mir. Sullivan that— 

“A balance sheet should be of so simple a nature and so 
unsophisticated that even the least technically-minded layer 
of laymen would experience no difficulty in understanding 
and correctly interpreting its message.” 

I would like to see a committee of members of the Institute, 
members who are not necessarily on the various Divisional 
Councils, undertake the job of research into and giving a lead 
as to the form modern published accounts should take. 

This may mean a departure from the ancient stereotyped affair 
now regularly placed before us for audit and criticism, but this 
is an age of progress and scrapping of old ideas, and, who can say, 
Australia may once again be performing a great national service 
and leading the world in the right direction. 

I have just read a copy of a new book, “Among the Balance 
Sheets,” published by Gee and Company of London. It is 
recommended to all those interested in the subject of “more 
informative accounts.” 

Why—using the word so often used by Mr. Sullivan—is it 
that we in Australia, have such a poor Accounting “literature” ? 
The Institute is to be congratulated on financing a few works 
on Accounting, but there must be many more members who could 
add to the few Australian books on Accounting, Taxation, 
Comp*ny Practice, etc., more articles, and books, too, like Mr. 
S "-van’s. 

Yours faithfully, 


A.1.C.A, 
Blackheath, April 30, 1940. 


Book Reviews 
LABOUR IN AUSTRALIA 


Dr. Roland Wilson, the Commonwealth Statistician, has now 
issued under the title of Labour Report, 1938, the twenty-ninth 
of this series which was commenced in 1912. 

The subject matter in the report has been divided into five 
chapters covering information in regard to Retail Prices and 
Price Indexes; Wholesale Prices and Price Indexes; Wages; 
Employment, Unemployment and Industrial Disputes; and Trade 
Unions and Employers’ Associations. 

Secretaries of employers’ associations and trade unions, private 
employers, retail dealers, house agents, officials of Commonwealth 
and State Departments and others have co-operated with the 
Commonwealth Bureau of Census and Statistics in supplying 
the information contained in the publication. 





THE AUSTRALIAN ACCOUNTANT JUNE 


Soutn AFRICAN Company LAw 


Members of the legal and accountancy professions in South 
Africa are more fortunate than their brother practitioners in 
Australia—in that they are concerned with one set—and one only 
—of company laws and rules. The institution of one Companies 
Act for the whole of the Commonwealth is something that all 
business men most ardently desire; the various States with their 
own well-meaning legislation, are hardly likely ever to achieve 
uniformity in company law. 

Mr. Gordon Wegger, B.Com. (Pretoria), of the Companies 
Registration Office, and joint author of Topham’s South African 
Company Law, is the author of a new manual—Consolidated 
Company Laws of South Africa. A table comparing the sections 
of the Union Law with those of the English Companies Act has 
been included as well as the necessary regulations, rules and 
forms. 

It is interesting to note that as the result of the Union's 
two-language difficulty, Section 25 of the Act permits the register 
of members to be kept in English or Dutch. Minute books and 
books of account are required to be kept in “one of the official 
languages of the Union.” 


W. Bruce RaAINsForD. 





The Australian Accountant is published on the 15th of each month. Con- 
tributions, correspondence, etc., intended for publication should reach the 
Editor not later than the 22nd day of the month preceding publication. 

Contributions which are regarded as unsuitable for publication will be 
returned to the sender, but no responsibility can be accepted by the Editor. 

Books and periodicals for review should be sent to the Editor. 

Correspondence must be accompanied, as a guarantee of good faith, by 
the name and address of the writer, not necessarily for publication. 

Inquiries regarding advertisements should be addressed to the Advertising 


Manager. 
Editorial Staf : 
BMROr oo 25 0 20 20 oe 00 se 0s se A A, Bee aoe. sce 
440 Lit. Collins St., Melbourne. 
Assocttte Edler .. .. «+ 0 0s «0 os J, A L. Gown, v2c.. 
8 Bond St., Sydney. 


Assistant Editor and Students’ 
a6 sa ue oA Re 


. «- O. R. MacDOona_p, A.L.C.A., 
37 Queen St., Melbourne. 
N.S.W. Representative .. .. .. .. P. E. WitsHirg, A.LC.A., 
Room 618, Australia House, 
32 Carrington St., Sydney. 
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